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EXECUTIVE SUMMARY

Ronald L. Kozoman rebuts Staff’s and RUCO’s rate-design proposals. He testifies that any
differences in rates under the Staff and Company rate designs are due to different overall revenue
requirements. By contrast, RUCO’s proposed across-the-board rate reduction was not supported
by any cost-of-service study. RUCO also ignored the Company’s existing losses in serving
present low-volume customers.

Mr. Kozoman also presents Arizona-American’s rebuttal rate-design and rates. He sponsors
Rebuttal Schedules H-1, H-2, H-3, AND H-4.
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INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Ronald L. Kozoman and my business address is 1605 W. Mulberry Drive,
Phoenix, AZ 85015.

ARE YOU THE SAME RONALD L. KOZOMAN WHO PREVIOUSLY
SUBMITTED TESTIMONY IN THIS DOCKET?
Yes.

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.

I'have included an Executive Summary at the beginning of my rebuttal testimony.

HOW IS YOUR TESTIMONY ORGANIZED?

I will provide rebuttal testimony in résponse to the direct filings by Arizona-American’s
Paradise Valley Water District by Staff and by RUCO: More specifically, my rebuttal
testimony relates to rate design and the proposed new rates for water utility service by the

Company in its Paradise Valley Water District.

RATE DESIGN

A. STAFE’S AND RUCO’S RATE DESIGN PROPOSALS

PLEASE SUMMARIZE YOUR IMPRESSION OF THE COMPANY’S
PROPOSED RATE DESIGN FROM THE ACC STAFF?
The differences between Staff’s proposed rates the Company’s are due to different

revenue requirements.
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A

Staff has adopted the Company’s proposed surcharge for conservation, in a somewhat
different fashion. The Company accepts Staff” proposed conservation surcharge, and
proposes to extend the surcharge to turf customers’ usage in the highest block. Please
refer to Mr. Broderick’s testimony on the high block usage surcharge for conservation for

turf customers.

The Company also agrees with the Staff’s proposed meter and service line installations
tariff. Staff does not offer any testimony on the taxability of the proposed meter and
service line installation charges. I am assuming the Staff accepts the Company’s

proposal to collect income tax.

WHAT ABOUT RUCO’S PROPOSED RATE DESIGN?
RUCO’s rate design attempts to deliver a conservation rate design, but because of the rate

reduction, it fails.

THE RATE REDUCTION WOULD HAVE TO RESULT IN LOWER RATES
WON’T IT? HOW SHOULD RUCO’S PROPOSED RATES HAVE BEEN SET?
Yes, that is true. And, lower rates would signal the customers to use more water, not less.
RUCO’s reduction of rates across the board could not be supported by any cost of service
study. In my cost-of-service study that was filed in the direct case, it was quite obvious
that the present and proposed monthly minimums were under priced. Additionally that
cost-of-service study showed that the Company lost money on residential customers until
about 40,000 gallons of water were sold, and this computation was at the Company’s
proposed rates. RUCO is assuming that its alleged over-earings” come ratably from all

customers. However, that would not be the case. At present rates, higher-volume users
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1 effectively subsidize lower-volume customers, assuming that additional capacity is not

2 required.

Q. WHAT ABOUT RUCO’S PROPOSAL ON THE SURCHARGE FOR THE
HIGHEST BLOCK FOR USERS?
Through the high-block surcharge, Arizona-American is attempting to promote

conservation and partially fund its fire-flow improvement project. RUCO just says “no”

N N M s W
>

to these two laudable goals.

8 B. ARIZONA-AMERICAN’S RATE DESIGN PROPOSAL
9 Q. WHAT IS THE COMPANY REQUESTING IN RATES IN THE REBUTTAL

10 PHASE?
11 A In its rebuttal case, the Company is asking that rates be set to recover a total revenue
12 requirement of approximately $5,608,000.

13 | Q. WHAT ARE PARADISE VALLEY’S AND MUMMY MOUNTAIN’S MONTHLY

14 MINIMUM PRESENT RATES AND PROPOSED REBUTTAL RATES FOR

15 WATER SERVICE?

16 A The present and proposed monthly minimum charges for water service are shown in the
17 following table:
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Rebuttal Rate Design Present Rebuttal
Meter Size Monthly Minimums Monthly Minimums
5/8 x 3/4 Inch $§ 841 $ 9.26
3/4-Inch 8.74 9.62
1 Inch 14.01 15.42
1 1/2-Inch 28.02 30.83
2-Inch 44 .83 49.32
3-Inch 84. 06 ’ 92.47
4-Inch 140.10 154.11
6-Inch 280.20 308.22

The above monthly minimums do not include any commodity charge. Fire hydrants are

$5.00.

The existing Mummy Mountain monthly minimums are $9.00 for 5/8 x 3/4-inch meters
and 3/4-inch meters, $9.75 for 1-inch meters, $14.00 for 1 1/2-meters, and $25.75 for 2-
inch meters. Mummy Mountain monthly minimums include 1,000 gallons. Under the
proposed rates, Mummy Mountain monthly minimums will not include any water and

will be the same as proposed for Paradise Valley.

WHAT ARE THE COMPANY’S PRESENT COMMODITY RATES?
The present commodity rates are $0.73 for the first tier, $1.75 for the second tier and
$2.25 for the third tier. The Mummy Mountains commodity rates are $1.74 for all usage.

The $1.74 includes a purchased water adjuster of $0.32.

WHAT ARE THE COMPANY’S PROPOSED REBUTTAL COMMODITY
RATES?
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1 fA. The rebuttal proposed commodity rates are $0.78 for the first tier, $1.80 for the second
2 tier and $2.50 for the third tier. The Mummy Mountain customer’s commodity rates

3 would be the same as the Paradise Valley system.

4 1Q. ARE THESE RATES, AND THEIR IMPACT SHOWN ON REBUTTAL
5 SCHEDULES H-1, H-2, H-3, AND H-4?
6 [A. Yes.

7 1Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?
8 IA. Yes.
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Arizona-American Water Company /Paradise Valley Water District
Test Year 12 Months Ended December 2004
Revenue Summary

Class
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential

Subtotal

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal

Turf
Turf
Subtotal

Paradise Valley CC
Subtotal

Other Metered

Other Metered

Other Metered
Subtotal

Fire Hydrant Meter
Fire Hydrant Meter
Fire Hydrant Meter
Fire Hydrant Meter
Subtotal

Other Metered
Subtotal

Sales for Resale
Subtotal

Other Revenues
Misc. Revenues

P1IM1A
PiM1B/Mummy Mt
P1M1A
P1M1B/Mummy Mt.
P1M1A
P1M1B/Mummy Mt.
PIM1A
P1M1B/Mummy Mt.
PiM1A
P1M1B/Mummy Mt.

P2M1A
P2M1A
P2M1A
P2M1A
PZM1A
P2ZM1A
P2M1A
P2M1A

P2M1T
PAMIT

P2PVC
Contract Rate

P5SM1A OWU/OPA
P5SM1A OWU/OPA
P5M1A OWU/OPA

PEM1A Fire
P6M1A Fire
PEM1A Fire
P6M1A Fire

P7TM1A

Adjustments to Revenue

Adjustments to Revenue Rebuttal

From Sch. C-2

Total
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Percent Percent
of of
Present  Proposed
Present Proposed Dollar Percent Water Water
Revenues Revenues Change Change Revenues Revenues
$ 935,153 $ 1,016,437 $ 81,284 8.69% 18.47% 18.18%
2,189 2,047 (143) 6.51% 0.04% 0.04%
2,592 2,843 251 9.67% 0.05% 0.05%
2,331,936 2,570,057 238,122 10.21% 46.05% 45.96%
69,426 78,225 8,799 12.67% 1.37% 1.40%
43,095 48,840 5,745 13.33% 0.85% 0.87%
37,868 43,719 5,852 15.45% 0.75% 0.78%
410,108 461,350 51,242 12.49% 8.10% 8.25%
23,634 28,612
$ 3,856,001 $ 4,252,130 $ 396,129 10.27% 76.14% 76.04%
$ 6882 § 7502 $ 620 9.01% 0.14% 0.13%
47,649 51,491 3,842 8.06% 0.94% 0.92%
38,177 41,324 3,147 8.24% 0.75% 0.74%
614,090 666,013 51,923 8.46% 12.13% 11.91%
92,390 101,022 8,632 9.34% 1.82% 1.81%
1,681 1,849 168 10.00% 0.03% 0.03%
118,060 129,068 11,008 9.32% 2.33% 2.31%
$ 918,920 $ 998270 $§ 79,340 8.63% 18.15% 17.85%
$ 61,382 $ 74920 $ 13,538 22.05% 1.21% 1.34%
8,973 10,854 1,881 20.96% 0.18% 0.19%
$ 70,355 $ 85773 $ 15,419 21.92% 1.39% 1.53%
$ 163,804 $ 187,983 $ 34,179 22.22% 3.04% 3.36%
$ 153,804 $ 187,983 $ 34,179 22.22% 3.04% 3.36%
$ 508 $ 559 $ 52 10.17% 0.01% 0.01%
8,080 8,928 $ 849 10.50% 0.16% 0.16%
3,192 3,519 327 10.24% 0.06% 0.06%
$ 11,780 $ 13,007 % 1,227 10.42% 0.23% 0.23%
$ 3660 $ 3,660 $ - 0.00% 0.07%
55 55 § - 0.00% 0.00%
120 120 $ - 0.00%
540 540 $ - 0.00%
3 4375 $ 4375 $ - 0.00% 0.09% 0.08%
841 925 § 84 10.00% 0.02% 0.02%
$ 841 $ 925 § 84 10.00% 0.02% 0.02%
$ 13,270 § 14654 $ 1,383 10.42% 0.26% 0.26%
$ 13,270 $ 14654 § 1,383 10.42% 0.26% 0.26%
$ 12,458 § 12,458 $ - 0.00% 0.25% 0.22%
$ 924 $ 924 $ - 0.00% 0.02% 0.02%
$ 8,168 $ 8,168 § - 0.00% 0.16% 0.15%
$ 8514 § 9423 $ 909 10.68% 0.17% 0.17%
$ 13,429 $ 13,429 $ - 0.00% 0.27% 0.24%
(] 0 (] 5 o
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5/8 Inch
5/8 inch
3/4 Inch
3/4 Inch
1 Inch
1 Inch
1.5Inch
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2 inch
2 inch

5/8 Inch
3/4 inch
1 Inch
1.5 Inch
2inch
3 Inch
4 Inch
6 Inch

3inch
3inch

6 Inch

5/8 Inch
1 inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch
2 Inch

Arizona-American Water Company /Paradise Valley Water District
Test Year 12 Months Ended December 2004
Analysis of Revenue by Detailed Class

Meter Size, Class, Rate Code

Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential

Subtotal

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

Subtotal

Turf
Turf

Subtotal

Paradise Valley CC
Other Metered
Other Metered
Other Metered
Subtotal

Fire Hydrant Meter
Fire Hydrant Meter
Fire Hydrant Meter
Fire Hydrant Meter

Subtotal

PIM1A
P1M1B/Mummy Mt.
PIM1A

P1M1B/Mummy Mt.

PiIM1A

P1M1B/Mummy Mt.

P1M1A

P1M1B/Mummy Mt.

PIMIA

P1M1BMummy Mt.

P2M1A
P2M1A
P2M1A
P2ZM1A
P2M1A
P2M1A
P2M1A
P2ZM1A

P2M1T
PAMIT

P2PVC

P5M1A OWU/OPA
P5M1A OWU/OPA
P5SM1A OWU/OPA

P6M1A Fire
P6M1A Fire
P6M1A Fire
PE6M1A Fire

(a)
Average
Number of
Customers
at
12/31/2004
2,319

2
17

4411

N0

ON = =

73

Average
Consumption
22,193
48,250
3,473

59,845
98,970
181,715
87,555
133,501

5,971
70,880
99,279

317,689
415,461

1,561,292

6,726,800
812,955

16,921,917

887
45,542
21,000

136

14

Revenues
Present Proposed
Rates Rates
$ 2461 $ 26.57
$ 9122 $ 70.61
$ 1128 $ 12.33
$ 90.80 $ 97.64
$ 18022 $ 18135
$ 35939 $ 40362
$ 16461 $ 168.22
$ 27158 $ 30157
$ 1540 $ 16.78
$ 9694 § 10473
$ 14418 $ 15592
$ 41653 § 44961
$ 57463 $§ 62121
$ 14010 § 154.11
$ 244369 $ 267029
$ 6,138.18 $ 7,491.95
$ 81572 $ 986.72
$12,817.00 $ 15,665.22
$ 958 $ 10.56
$ 7412 $ 81.91
$ 7255 §$ 79.98
$ 500 $ 5.00
$ 500 $ 5.00
$ 500 $ 5.00
$ 500 $ 5.00
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Proposed Increase

Dollar
Amount
1.96

(20.60)

1.05

6.84
1.13
44.23
3.61
30.00

1.39

7.79
11.75
33.08
46.57
14.01

226.60

1,3563.77
171.00

2,848.22

0.97
7.79
7.43

Percent

Amount
7.96%
-22.59%
9.34%

7.53%
0.63%
12.31%
2.19%
11.04%

9.01%

8.04%
8.15%
7.94%
8.11%
10.00%
9.27%

22.05%
20.96%

22.22%

10.17%
10.50%
10.24%

0.00%
0.00%
0.00%
0.00%
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Arizona-American Water Company /Paradise Valley Water District
Test Year 12 Months Ended December 2004
Analysis of Revenue by Detailed Class

Meter Size, Class, and Zone
3inch  Other Metered P7M1A

Subtotal

Totals

Various Other Metered  Sales for Resale

(a)
Average
Number of
Customers
at
12/31/2004
1

1

4,735

19

Revenues
Average Present Proposed
Consumption Rates Rates

- $ 8406 $ 92.47

565,000 $ 1,105.87 $ 1,221.14

Exhibit
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Proposed Increase

Dollar Percent
Amount Amount
8.41 10.00%

11527  10.42%
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Arizona-American Water Company /Paradise Valley Water District
Test Year 12 Months Ended December 2004
Present and Proposed Rates

Present Proposed
Rates Rates

Monthly Usage Charge for:

Residential, Commercial, Turf, Other

5/8 x 3/4 Inch $ 841 % 9.26
3/4 Inch 8.74 9.62
1 Inch 14.01 15.42
1 1/2 inch 28.02 30.83
2 Inch 4483 49.32
3inch 84.06 92.47
4 Inch 140.10 154.11
6 Inch . 280.20 308.22
Paradise Valley Country Club (Contract Rate) 12,817.00 15,665.22

Fire Protection
All* $ 500 $ 5.00

(Greater of 1% of minimum charge of $5.00)

Mummy Mountain System

Standpipe

5/8 x 3/4 Inch $ 9.00 9.26
3/4 Inch 9.00 9.62
1 Inch 9.75 15.42
11/2 Inch 14.00 30.83
2 Inch 25.75 49.32
Gallons In Minimum

Residential, Commecial -
Residential - Mummy Mountain 1,000 -
Turf -

Standpipe (Fire Hydrant Meter) - -
Fire Sprinkler - -

Residential
Gallons for Rate Tiers

Tier 1: (Gallon upper limit,)

All 25,000
Tier 2: (Gallons upper limit)

All 80,000
Tier 3: (Gallon over)

All 999,999,999
NIT = NoTariff. N/C = Not computed due to lack of denominator.

Residential - Mummy Mountain

Gallons for Rate Tiers

Tier 1: (Gallon upper limit,)

All 999,999,999
Tier 2: (Gallons upper limit)

All 999,999,999
Tier 3: (Gallon over)

All 999,999,999

N/T = No Tariff. N/C = Not computed due to lack of denominator.

Exhibit
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Percent Dollar
Change Change
10.11% $ 0.85
10.07% 0.88
10.06% 1.41
10.03% 2.81
10.02% 449
10.00% 8.41
10.00% 14.01
10.00% 28.02
22.22% 2,848.22
289% $ 0.26
6.89% 0.62
58.15% 5.67
120.21% 16.83
91.53% 2357
25,000
80,000
999,999,999
25,000
80,000
999,999,999
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No.
1
2
3
4
5
6
7
8
9
10
"
12
13

14

Arizona-American Water Company /Paradise Valley Water District
Test Year 12 Months Ended December 2004
Present and Proposed Rates

Present
Rates

Commercial
Gallons for Rate Tiers
Tier 1: (Gallon upper limit,)
All 400,000
Tier 2: (Gallons upper limit)
All 999,999,999
Tier 3: (Galion over)
All 999,999,999
N/T = NoTariff. N/C = Not computed due to lack of denominator.

Turf
Gallons for Rate Tiers

Tier 1: (Gallon upper limit,)

All 999,999,999
Tier 2: (Gallons upper limit)

All 999,999,999
Tier 3: (Gallon over)

All 999,999,999
N/T = NoTariff. N/C = Not computed due to lack of denominator.

Other Metered
Gallons for Rate Tiers

Tier 1: (Gallon upper limit,)

All 999,999,999
Tier 2: (Gallons upper limit)

All 999,999,999
Tier 3: (Gallon over)

All 999,999,999
N/T = NoTariff. N/C = Not computed due to lack of denominator.

Residential

Commodity Rates Present
First Tier Rates

Ali 0.73
Second Tier ¢
All 1.68
Third Tier

All 2.17
Fourth Tier

All 2.17

Exhibit
Rebuttal Schedule H-3
Page 2
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Proposed
Rates

400,000
999,999,999

999,999,999

25,000,000
25,000,001

25,000,001

999,999,999
999,999,999

999,999,999

Proposed
Rates
0.78

1.80

2.50

2.50

Percent
Change

Percent

Change
6.85%

7.14%

15.21%

15.21%
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Arizona-American Water Company /Paradise Valley Water District

Test Year 12 Months Ended December 2004
Present and Proposed Rates

Residential - Mummy Mountain
Commodity Rates

First Tier

Al

Plus Purchased Water Adjuster
Combined Rate

Second Tier

All

Plus Purchased Water Adjuster
Combined Rate

Third Tier

Al

Plus Purchased Water Adjuster
Combined Rate

Fourth Tier

All

Plus Purchased Water Adjuster
All

Commercial
Commodity Rates
First Tier

All

Second Tier
All

Third Tier
All

Fourth Tier
All

Turf
Commodity Rates

First Tier
Al

Second Tier
All

Third Tier
All

Fourth Tier
All

Present
Rates

Present
Rates
1.42
0.32
1.74

1.42
0.32
1.74

1.42
0.32
1.74

1.42
0.32
1.74

Present
Rates
117

1.46

1.46

1.46

Present
Rates
0.90

0.90

0.90

0.90
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Proposed
Rates

Proposed
Rates

0.78

1.80

2.50

2.50

Proposed
Rates -
1.26

1.60
1.60
1.60

Proposed
Rates
1.10

1.10

1.10

Percent
Change

Percent
Change

-55.17%

3.45%

43.68%

43.68%

Percent

Change
7.69%

9.59%

9.59%

9.59%

Percent

Change
22.22%

22.22%

22.22%

22.22%




Arizona-American Water Company /Paradise Valley Water District Exhibit
Test Year 12 Months Ended December 2004 Schedule H-3
Present and Proposed Rates Page 4
Witness: Kozoman

Line

No.

1 Other General Metered

2 Commodity Rates Present Proposed Percent

3 FirstTier Rates Rates Change

4 AR 1.32 1.46 10.61%
5

6 Second Tier

7 Al 1.32 1.46 10.61%
8

9 Third Tier

10 All 1.32 1.46 10.61%
11

12 Fourth Tier

13 Al 1.32 1.46 10.61%

; 14

15 Other Water Utility

16 Commodity Rates i Present Proposed Percent
17 Eirst Tier Rates Rates Change
18 Al 1.18 1.46 23.73%
19

20 Second Tier

21 Al 1.18 1.46 23.73%
22

23 Third Tier

24 Al 1.18 1.46 23.73%
25 ’

26 Fourth Tier

27 Al 1.18 1.46 23.73%
28

29

30 High Block Usage Surcharges Treated as Contribution in Aid of Construction:

31 Surcharge: To be Accounted for as Contributions in Aid of Construction
32 All Customers

33 Residential: All Usage in Third Tier N/T $ 2.15 N/C

34 Commericial: All Usage in Second Block N/T $ 215 N/C

35 Turf: All usage in Second Block. N/T $ 2.15 N/C

36

37 CAP Surcharge :

38 Al Residentil usage in Excess of 45, 000 Gallons $ 0.0769 Per 1,000 Gallons
39 All Non-Residential Customers Except Sales of Resale $ 0.0769 Per 1,000 Galions
40 CAP Expense Recovery Surcharge

41 Al Customers $ 1.01 Per Year




Arizona-American Water Company /Paradise Valley Water District
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28
29
30
Ky
32
33
34
35
36
37

Changes in Representative Rate Schedules
Test Year 12 Months Ended December 2004

Other Service Charges

Establishment

Establishment (After Hours)
Reconnection (Deliquent)
Reconnection (Deliquent and After Hours)
Meter Test, if meter is correct
Deposit

Deposit Interest

Re-Establishment (Within 12 Months)
NSF Check

Deferred Payment

Meter Re-Read (If Correct)

Late Payment Penalty

Service Line and Meter Installation Charges:

* PER COMMISSION RULES A.A.C. (R14-2-403.B)

** Months off system times the monthly minimum per Commission Rule A.A.C. R14-2-403(D)

Exhibit

Rebuttal Schedule H-3

Present

Rates
20.00
40.00
30.00
60.00
15.00

*k

12.00
1.5%

Page 5
Witness: Kozoman
$
$
$
$
$
$
$

10.00
1.5%

Proposed

Rates
20.00
40.00
30.00
60.00
15.00

P NP PP

*

*%

12.00
1.5%

10.00
1.5%

L B )

IN ADDITION TO THE COLLECTION OF REGULAR RATES, THE UTILITY WILL COLLECT FROM
ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE

TAX. PER COMMISSION RULE (14-2-409.D 5).

ALL ADVANCES AND/OR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, OVERHEADS,
AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES, IF APPLICABLE.

(a) From Memorandum from Marlin Scott, dated June 30, 2004

(b) As meters and service lines are now taxable income for income purposes, The Company shall collect income
taxes on the meter and service line charges. Any tax collected will be refunded as the meter & service line

is refunded.



Arizona-American Water Company /Paradise Valley Water District Exhibit
Changes in Representative Rate Schedules Rebuttal Schedule H-3
Test Year 12 Months Ended December 2004 Page 6
Witness: Kozoman

Line Service Charges

No. Meter and Service Line Charges
1
2 Present Proposed
3 Meter & Meter &
4 Service Service
5 Line Line
6 Installation Installation
7 Charges Charges
8 5/8 x 3/4 Inch Meter $ 330.00 $ 480.00
9 3/4 Inch Meter $ 360.00 $ 560.00
10 1 Inch Meter $ 411.00 $ 650.00
11 1 1/2 Inch Meter $ 550.00 $ 895.00
12 2 Inch Meter $ 604.00 $ 1,555.00
13 3 Inch Meter $ 1,062.00 $ 2,235.00
14 4 Inch Meter $ 1,806.00 $ 3,440.00
15 6 Inch Meter $ 3,872.00 $ 6,195.00
16
17
18
19
20

21 As meters and service lines are now taxable income for income purposes, The Company

22 shall collect income taxes on the meter and service line charges. Any tax cikkected will
23 refunded as meter and service is refunded.

24

25

26



Arizona-American Water Company /Paradise Valley Water District
Bill Comparison Present and Proposed Rates
Meter Size and Code 5/8 Inch Residential (P1M1A)

Present Proposed  Dollar Percent

Exhibit

Rebuttal Schedule H-4
Page 1
Witness: Kozoman

Usage Bill Bill Increase Increase .
- $ 841 $ 926 $ 0.85 10.11%
1,000 9.14 1004 $ 0.90 9.85%
2,000 9.87 10.82 $ 095 9.63% $
3,000 10.60 1160 $ 1.00 9.43% Gallons in Minimum
4,000 11.33 1238 $ 1.05 9.27% Charge Per 1,000 Gallons
5,000 12.06 13.16 $ 1.10 9.12% Upto 25000 $
6,000 12.79 1394 $ 115 8.99% Upto 80,000 $
7,000 13.52 1472 $ 120 8.88% Upto 999,999,999 $
8,000 14.25 1650 $ 125 8.77% Over 1,000,000,000 $
9,000 14.98 1628 $ 1.30 8.68%
10,000 15.71 17.06 $ 1.35 8.59%
11,000 16.44 1784 $ 140 8.52% Proposed Rates:
12,000 17.17 1862 $ 145 8.44% Monthly Minimum: $
13,000 17.90 1940 $ 1.50 8.38% Gallons in Minimum
14,000 18.63 2018 $ 155 8.32% Charge Per 1,000 Gallons
15,000 19.36 2096 $ 1.60 8.26% Upto 25,000 $
16,000 20.09 2174 $ 165 8.21% Upto 80,000 $
17,000 20.82 2252 $ 170 8.17% Up to 999,999,999 $
18,000 21.55 2330 $ 175 8.12% Over 1,000,000,000 $
19,000 22.28 2408 $ 1.80 8.08%
20,000 23.01 248 $. 185 8.04%
40,000 51.86 6576 ‘$ 3.90 7.52%
80,000 119.06 12776 $ 8.70 7.31%
160,000 292.66 32776 $ 35.10 11.99%
321,000 642.03 730.26 $ 88.23 13.74%
332,000 665.90 75776 $ 91.86 13.79%
337,000 676.75 77026 $ 93.51 13.82%
398,000 809.12 92276 $ 113.64 14.04%
Average Usage
22,193 $ 2461 $ 2657 $ 196 7.96%
Median Usage
11,500 $ 16.81 $ 1823 $ 143 8.48%

8.41

0.73
1.68
2.17
2.17

9.26

0.78
1.80
2.50
2.50



Arizona-American Water Company /Paradise Valley Water District Exhibit

Meter Size and Code

Usage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
40,000
80,000
81,000
134,000

Bill Comparison Present and Proposed Rates
3/4 Inch Residential (P1M1A)

Present  Proposed

Bill
$ 874 $

9.47
10.20
10.93
11.66
12.39
13.12
13.85
14.58
15.31
16.04
16.77
17.50
18.23
18.96
19.69
20.42
21.15
21.88
22.61
23.34
52.19
119.39
121.56
236.57

Average Usage

3,473

$ 1128 $

Median Usage

1,000

$ 947 $

Bill
9.62
10.40
11.18
11.96
12.74
13.52
14.30
15.08
15.86
16.64
17.42
18.20
18.98
19.76
20.54
21.32
22.10
22.88
23.66
24.44
2522
56.12
128.12
130.62
263.12

12.33

10.40

Dollar Percent

Increase Increase

$ 088 10.07%
$ 093 9.82%
$ 0.98 9.61%
$ 1.03 9.42%
$ 1.08 9.26%
$ 113 9.12%
$ 1.18 8.99%
$ 1.23 8.88%
$ 1.28 8.78%
$ 133 8.69%
$ 1.38 8.60%
$ 143 8.53%
$ 148 8.46%
$ 153 8.39%
$ 158 8.33%
$ 163 8.28%
$ 168 8.23%
$ 173 8.18% .
$ 178 - 814%
$ 183 8.09%
$ 1.88 8.05%
$ 3.93 7.53%
$ 873 7.31%
$ 9.06 7.45%
$ 26.55 11.22%
$ 105 9.34%
$ 093 9.82%

Rebuttal Schedule
Page
Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Upto 25,000
Up to 80,000
Up to 999,999,999
Over 1,000,000,000

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 25,000
Upto 80,000
Up to 999,999,999
Over 1,000,000,000

P NP

P D P

8.74

0.73
1.68
2.17
2.17

9.62

0.78
1.80
2.50
2.50



Arizona-American Water Company /Paradise Valley Water District
Bill Comparison Present and Proposed Rates

Meter Size and Code
Present

Usage Bill
- $ 14.01
1,000 14.74
2,000 15.47
3,000 16.20
4,000 16.93
5,000 17.66
6,000 18.39
7,000 19.12
8,000 19.85
9,000 20.58
10,000 21.31
11,000 22.04
12,000 2277
13,000 23.50
14,000 24.23
15,000 24.96
16,000 25.69
17,000 26.42
18,000 27.15
19,000 27.88
20,000 28.61
40,000 57.46
80,000 124.66
167,000 313.45
362,000 736.60
365,000 743.11
367,000 747.45
368,000 749.62
369,000 751.79
1,853,000 3,972.07
1,877,000 4,024.15
2,058,000 4,416.92
2,099,000 4,505.89
2,258,000 4,850.92

Average Usage
59,845 $
Median Usage
40,501 $

90.80

58.30

1 Inch Residential (P1M1A)

Proposed  Dollar Percent

Bill Increase Increase
$ 1542 $ 141 10.06%
1620 $ 146 9.91%
1698 $ 1.51 9.76%
1776 $ 1.56 9.63%
1854 § 1.61 9.51%
1932 $§ 166 9.40%
2010 $ 171 9.30%
2088 $ 176 9.21%
2166 $ 1.81 9.12%
2244 $ 186 9.04%
2322 $ 191 8.96%
2400 $ 196 8.89%
2478 $ 201 8.83%
2556 $ 206 8.77%
2634 $§ 21 8.71%
2712 $ 216 8.65%
2790 $ 221 8.60%
2868 $ 226 8.55%
2046 $ 231 8.51%
3024 $ 236 8.46%
3102 $ 241 8.42%
6192 $ 446 7.76%
13392 § 926 7.43%
35142 $ 37.97 12.11%
838.92 $ 102.32 13.89%
846.42 $ 103.31 13.90%
856142 $ 103.97 13.91%
853.92 $ 104.30 13.91%
856.42 § 10463 13.92%
4,566.42 $ 594.35 14.96%
4,626.42 $ 602.27 14.97%
5,078.92 $ 662.00 14.99%
518142 §$ 67553 14.99%
5678.92 $ 728.00 15.01%
$ 9764 $ 684 7.53%
$ 6282 $ 452 7.75%

Exhibit

Rebuttal Schedule
Page

Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Upto 25,000
Up to 80,000
Upto 999,999,999
Qver 1,000,000,000

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 25,000
Up to 80,000
Up to 999,999,999
Over 1,000,000,000

H-4
3

$ 14.01

0.73
1.68
217
2147

P NP A

$ 15.42

0.78
1.80
2.50
2.50

WP h PP




Arizona-American Water Company /Paradise Valley Water District Exhibit

Bill Comparison Present and Proposed Rates

Meter Size and Code

Usage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
40,000
80,000
161,000
321,000
656,000
666,000

$

Present
Bill

28.02
28.75
29.48
30.21
30.94
31.67
32.40
33.13
33.86
34.59
35.32
36.05
36.78
37.51
38.24
38.97
39.70
40.43
41.16
41.89
42.62
71.47
138.67
314.44
661.64
1,388.59
1,410.29

Average Usage

181,715

Median Usage

103,000

$
$

359.39

188.58

1 1/2 Inch Residential (P1M1A)

Proposed
Bill
$ 30.83
31.61
32.39
33.17
33.95
34.73
35.51
36.29
37.07
37.85
38.63
39.41
40.19
40.97
41.75
4253
43.31
44.09
44.87
45.65
46.43
77.33
149.33
351.83
751.83
1,689.33
1,614.33

$ 403.62

$ 206.83

Dollar
Increase
2.81
2.86
2.91
2.96
3.01
3.06
3.1
3.16
3.21
3.26
3.31
3.36
3.41
3.46
3.51
3.56
3.61
3.66
3.71
3.76
3.81

PARPDPAPPADAPADADPADADAAADPDANNDNAD P NG

L]
-
o
3

$ 37.39
$ 90.19
$ 200.74
$ 204.04

$ 4423

$ 1825

5.86

Percent

Increase

10.03%
9.95%
9.87%
9.80%
9.73%
9.66%
9.60%
9.54%
9.48%
9.42%
9.37%
9.32%
9.27%
9.22%
9.18%
9.14%
9.09%
9.05%
9.01%
8.98%
8.94%
8.20%
7.69%

11.89%

13.63%

14.46%

14.47%

12.31%

9.68%

Rebuttal Schedule
Page
Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Upto 25,000
Up to 80,000
Upto 999,999,999
Over 1,000,000,000

Proposed Rates:
Monthly Minimum:
Gallens in Minimum
Charge Per 1,000 Gallons

Up to 25,000
Upto 80,000
Up to 999,999,999
Over 1,000,000,000

H-4
4

$ 28.02

0.73
1.68
2.17
217

L

-]

30.83

0.78
1.80
2.50
2.50

P PP A



Arizona-American Water Company /Paradise Valley Water District Exhibit

Bill Comparison Present and Proposed Rates

Meter Size and Code

Usage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
40,000
80,000

160,000 -

322,000
656,000

. Average Usage

133,501

$

$

Median Usage

74,501

$

Present
Bilt
44 .83
45.56
46.29
47.02
47.75
48.48
49.21
49.94
50.67
51.40
52.13
52.86
53.59
54.32
55.05
55.78
56.51
57.24
57.97
568.70
59.43
88.28
165.48
329.08
680.62
1,405.40

271.58

146.24

2 Inch Residential (P1M1A)

Proposed
Bill
$ 4932
50.10
50.88
51.66
52.44
53.22
54.00
54.78
55.56
56.34
57.12
57.90
58.68
59.46
60.24
61.02
61.80
62.58
63.36
64.14
64.92
95.82
167.82
367.82
772.82
1,607.82

$ 301.57

$ 157.92

Dollar
Increase
4.49
4.54
459
4.64
4.69
4.74
479
4.84
4.89
4.94
4.99
5.04
5.09
5.14
5.19
5.24
5.29
534
5.39
5.44
5.49
7.54

PAPDAPPAPAPAPPDAPDAPADPDDL OGO NG

©®»
—
N
w
N

$ 3874
$ 9220
$ 202.42

$ 30.00

$ 1168

Percent

Increase

10.02%
9.96%
9.92%
9.87%
9.82%
9.78%
9.73%
9.69%
9.65%
9.61%
9.57%
9.563%
9.50%
9.46%
9.43%
9.39%
9.36%
9.33%
9.30%
9.27%
9.24%
8.54%
7.94%

11.77%

13.55%

14.40%

11.04%

7.99%

Rebuttal Schedule
Page
Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 25,000
Upto 80,000
Upto 999,999,999
Over 1,000,000,000

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 25,000
Up to 80,000
Up to 999,999,999
Over 1,000,000,000

H-4
5

$ 4483

0.73
1.68
217
217

P PP L

</

49.32

0.78
1.80
2.50
2.50

L7307 ]



Arizona-American Water Company /Paradise Valley Water District Exhibit
Bill Comparison Present and Proposed Rates Rebuttal Schedule H-4
Meter Size and Code 5/8 Inch Residential (P1M1B) Mummy Mountain Page 6
Witness: Kozoman

Present  Proposed  Doliar Percent

Usage Bill Bill Increase Increase
- $ 900 $ 926 $ 0.26 2.89%
1,000 9.00 1004 $ 1.04 11.56% Present Rates:
2,000 10.74 10.82 $ 0.08 0.74% Monthly Minimum: $ 9.00
3,000 12.48 1160 $ (0.88) -7.05% Gallons in Minimum 1,000
4,000 14.22 1238 $ (1.84) -12.94% Charge Per 1,000 Gallons
5,000 15.96 13.16 $ (2.80) -17.54% Up to 999,999,999 $ 1.74
6,000 17.70 1394 $ (3.76) -21.24% Upto 999,999,999 $ 1.74
7,000 19.44 1472 $ (4.72) -24.28% Up to 999,999,999 $ 1.74
8,000 21.18 1550 $ (5.68) -26.82% Over 1,000,000,000 $ 1.74
9,000 2292 16.28 $ (6.64) -28.97%
10,000 24.66 17.06 $ (7.60) -30.82%
11,000 26.40 1784 $ (8.56) -3242% Proposed Rates:
12,000 28.14 1862 $ (9.52) -33.83% Monthly Minimum: $ 926
13,000 29.88 19.40 $ (10.48) -35.07% Gallons in Minimum -
14,000 31.62 20.18 $ (11.44) -36.18% Charge Per 1,000 Gallons
15,000 33.36 2096 $ (12.40) -37.17% Upto 25,000 $ 0.78
16,000 35.10 2174 % (13.36) -38.06% Upto 80,000 $ 1.80
17,000 36.84 2252 $ (14.32) -38.87% Upto 999,999,999 $§ 250
18,000 38.58 2330 $ (15.28) -39.61% Over 1,000,000,000 $ 250
19,000 40.32 2408 $ (16.24) -40.28%
20,000 42.06 2486 $ (17.20) -40.89%
40,000 76.86 5576 $ (21.10) -27.45%
80,000 146.46 127.76 $ (18.70) - -12.77%
191,000 339.60 40526 $ 65.66 19.33%

Average Usage

48,250 $ 9122 $ 7061 $ (20.60) -22.59%
Median Usage

11,001 § 2640 $ 1784 $ (856) -32.42%



Arizona-American Water Company /Paradise Valley Water District Exhibit

Bilt Comparison Present and Proposed Rates

Meter Size and Code
Present

Usage Bill
- $ 9.75
1,000 9.75
2,000 11.49
3,000 13.23
4,000 14.97
5,000 16.71
6,000 18.45
7,000 20.19
8,000 21.93
9,000 23.67
10,000 25.41
11,000 27.15
12,000 28.89
13,000 30.63
14,000 32.37
15,000 34.11
16,000 35.85
17,000 37.59
18,000 39.33
19,000 41.07
20,000 42.81
80,000 147.21
160,000 286.41
324,000 571.77
601,000 1,053.75

Average Usage
98,970 $

Median Usage

73,501 $

180.22

135.90

Rebuttal Scheduie H-4

1 Inch Residential (P1M1B) Mummy Mountain Page

Proposed
Bill
$ 15.42
16.20
16.98
17.76
18.54
19.32
20.10
20.88
21.66
22.44
23.22
24.00
2478
25.56
26.34
27.12
27.90
28.68
29.46
30.24
31.02
133.92
333.92
743.92
1,436.42

$ 181.35

$ 122.22

Dollar Percent
Increase Increase
$ 567 58.15%
$ 645 66.15%
$ 549 47.78%
$ 453 34.24%
$ 357 23.85%
$ 261 15.62%
$ 165 8.94%
$ 069 3.42%
$ (0.27) -1.23%
$ (1.23) -5.20%
$ (219 -8.62%
$ (3.15) -11.60%
$ (4.11) -14.23%
$ (5.07) -16.55%
$ (6.03) -18.63%
$ (6.99) -20.49%
$ (7.95) -22.18%
$ (8.91) -23.70%
$ (9.87) -25.10%
$ (10.83) -26.37%
$ (11.79) -27.54%
$ (13.29) -9.03%
$ 4751 16.59%
$ 172.15 30.11%
$ 382.67 36.32%
$ 113 0.63%
$ (13.68) -10.07%

Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 999,999,999
Up to 999,999,999
Upto 999,999,999
Over 1,000,000,000

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to © 25,000
Up to 80,000
Upto 999,999,999
Over 1,000,000,000

7

$

- PP PN

@9 NP L

9.75
1,000

1.74
1.74
174
174

15.42

0.78
1.80
2.50
2.50



Arizona-American Water Company /Paradise Valley Water District Exhibit
Bill Comparison Present and Proposed Rates Rebuttal Schedule H-4
Meter Size and Code 1 1/2 Inch Residential (P1M1B) Mummy Mountain Page 8
Witness: Kozoman

Present  Proposed Dollar Percent

Usage Bill Bill Increase Increase
- $ 1400 $ 3083 $ 1683 120.21%
1,000 14.00 3161 $ 1761 125.79% Present Rates:
2,000 15.74 3239 $ 1665 105.78% Monthly Minimum: $ 14.00
3,000 17.48 3317 $ 1569 89.76% Gallons in Minimum 1,000
4,000 19.22 3395 $ 14.73 76.64% Charge Per 1,000 Gallons
5,000 20.96 3473 $ 13.77 65.70% Upto 999,999999 $ 1.74
6,000 22.70 3551 $ 12.81 56.43% Upto 999,099999 $ 1.74
7,000 24.44 36.29 $ 11.85 48.49% Upto 999,999,999 $ 174
8,000 26.18 3707 $ 10.89 41.60% Over 1,000,000,000 $ 174
9,000 27.92 3785 $ 9.93 35.57%
10,000 29.66 3863 $ 897 30.24%
11,000 31.40 3941 $ 8.01 25.51% Proposed Rates:
12,000 33.14 4019 $ 7.05 21.27% Monthly Minimum:; $ 30.83
13,000 34.88 4097 $ 6.09 17.46% Gallons in Minimum -
14,000 36.62 4175 $ 513 14.01% Charge Per 1,000 Gallons
15,000 38.36 4253 $ 417 10.87% Upto 25000 $ 078
16,000 40.10 4331 $ 3.21 8.00% Upto 80,000 $ 1.80
17,000 41.84 4409 $ 225 5.38% Up to 999,999,999 $ 250
18,000 43.58 4487 $ 129 2.96% Over 1,000,000,000 $ 250
19,000 45.32 4565 $ 0.33 0.73%
20,000 47.06 4643 $ (0.63) -1.34%
40,000 81.86 7733 $ (4.53) -5.53%
80,000 151.46 14933 $ (2.13) -1.41%
165,000 299.36 361.83 $ 6247 20.87%
$

315,000 560.36 736.83 176.47 31.49%

Average Usage

87555 $§ 16461 $ 16822 $ 3.61 2.19%
Median Usage

64,501 $ 12449 $ 12143 $ (3.06) -2.46%



Arizona-American Water Company /Paradise Valley Water District Exhibit

Bill Comparison Present and Proposed Rates
2 Inch Residential (P1M1B) Mummy Mountain Page

Meter Size and Code

Present  Proposed

Usage Bill Bill
- $ 2575 $ 49.32
1,000 25.75 50.10
2,000 27.49 50.88
3,000 29.23 51.66
4,000 30.97 52.44
5,000 32.71 53.22
6,000 34.45 54.00
7,000 36.19 54.78
8,000 37.93 55.56
9,000 39.67 56.34
10,000 41.41 57.12
11,000 43.15 57.90
12,000 44.89 58.68
13,000 46.63 59.46
14,000 48.37 60.24
15,000 50.11 61.02
16,000 51.85 61.80
17,000 53.59 62.58
18,000 55.33 63.36
19,000 57.07 64.14
20,000 58.81 64.92
40,000 93.61 95.82
81,000 164.95 170.32
162,000 305.89 372.82
332,000 601.69 797.82

Average Usage
111,949 $
Median Usage
84501 $

218.80 $ 247.69

Dollar Percent
Increase Increase
$ 23.57 91.53%
$ 2435 94.56%
$ 2339 85.09%
$ 2243 76.74%
$ 2147 69.33%
$ 2051 62.70%
$ 1955 56.75%
$ 18.59 51.37%
$ 17.63 46.48%
$ 16.67 42.02%
$ 15.71 37.94%
$ 14.75 34.18%
$ 13.79 30.72%
$ 1283 27.51%
$ 11.87 24.54%
$ 10.91 21.77%
$ 995 19.19%
$ 899 16.78%
$ 8.03 14.51%
$ 707 12.39%
$ 6.11 10.39%
$ 221 2.36%
$ 537 3.26%
$ 66.93 21.88%
$ 196.13 32.60%
$ 28.89 13.20%

4.70%

171.04 $ 179.07 $ 8.03

Rebuttal Schedule

Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to . 999,999,999
Upto 999,099,999
Upto 999,999,999
Over 1,000,000,000

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 25,000
Up to 80,000
Up to 999,999,999
Over 1,000,000,000

H-4
9

$ 2575

1,000
$ 174
$ 174
$ 174
$ 174
$ 4932
$ 078
$ 180
$ 250
$ 250



Arizona-American Water Company /Paradise Valley Water District Exhibit

Bill Comparison Present and Proposed Rates

Meter Size and Code
Present
Usage Bill
- $ 8.41
1,000 9.58
2,000 10.75
3,000 11.92
4,000 13.09
5,000 14.26
6,000 15.43
7,000 16.60
8,000 17.77
9,000 18.94
10,000 20.11
11,000 21.28
12,000 22.45
13,000 23.62
14,000 24.79
15,000 25.96
16,000 2713
17,000 28.30
18,000 2947
19,000 30.64
20,000 31.81
40,000 55.21
80,000 102.01
204,000 247.09

Average Usage

5,971

$ 15.40

Median Usage

$ 8.41

5/8 Inch Commercial (P2M1A)

Proposed
Bill
$ 926
10.52
11.78
13.04
14.30
15.56
16.82
18.08
19.34
20.60
21.86
23.12
24.38
25.64
26.90
28.16
29.42
30.68
31.94
33.20
34.46
59.66
110.06
266.30

$ 16.78

$ 926

Dollar Percent
Increase Increase
$ 085 10.11%
$ 094 9.81%
$ 1.03 9.58%
$ 112 9.40%
$ 121 9.24%
$ 130 9.12%
$ 139 9.01%
$ 148 8.92%
$ 157 8.84%
$ 166 8.76%
$ 175 8.70%
$ 184 8.65%
$ 193 8.60%
$ 202 8.55%
$ 211 8.51%
$ 220 8.47%
$ 229 8.44%
$ 238 8.41%
$ 247 8.38%
$ 256 8.36%
$ 265 8.33%
$ 445 8.06%
$ 805 7.89%
$ 19.21 7.77%
$ 139 9.01%
$ 085 10.11%

Rebuttal Schedule H-4

Page
Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Upto 400,000
Upto 999,999,999
Upto 999,999,999
Over 1,000,000,000

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 400,000
Up to 999,999,999
Upto 999,999,999
Over 1,000,000,000

10

P H ML

PHALPPH

8.41

1.17
1.46
1.46
1.46

9.26

1.26
1.60
1.60
1.60




—

Arizona-American Water Company /Paradise Valley Water District Exhibit
Bill Comparison Present and Proposed Rates Rebuttal Schedule H-4
Meter Size and Code 1 Inch Commercial (P2M1A) Page 11

Witness: Kozoman

Present  Proposed Dollar Percent

-Usage Bill Bill Increase Increase
- $ 1401 $ 1542 $ 1.41 10.06%
1,000 15.18 1668 $ 1.50 9.88% Present Rates:
2,000 16.35 1794 $ 159 9.72% Monthly Minimum: , $ 14.01
3,000 17.52 1920 $ 1.68 9.59% Gallons in Minimum -
4,000 18.69 2046 $ 1.77 9.47% Charge Per 1,000 Gallons
5,000 19.86 2172 $ 186 9.37% Upto 400,000 $ 1.17
6,000 21.03 2298 $ 195 9.27% Upto 999,999,999 $ 1.46
7,000 22.20 2424 $ 204 9.19% Up to 999,999,999 $ 1.46
8,000 23.37 2550 $ 213 9.11% Over 1,000,000,000 $ 146
9,000 24.54 2676 $ 222 9.05%
10,000 25.71 2802 $ 231 8.98%
11,000 26.88 2928 $ 240 8.93% Proposed Rates:
12,000 28.05 3054 $ 249 8.88% Monthly Minimum: $ 15.42
13,000 29.22 3180 $ 258 8.83% Gallons in Minimum -
14,000 30.39 33.06 $ 267 8.79% Charge Per 1,000 Gallons
15,000 31.56 3432 $ 276 8.75% Upto 400,000 $ 126
16,000 32.73 3568 $ 285 8.71% Upto 999,999,999 $ 160
17,000 33.90 3684 $§ 294 8.67% Upto 999,999,999 $ 1.60
18,000 35.07 3810 $ 303 8.64% Over 1,000,000,000 $ 1.60
19,000 36.24 30.36 $ 3.12 8.61%
! 20,000 37.41 4062 $ 3.21 8.58%
' 40,000 60.81 6582 $ 5.01 8.24%
80,000 107.61 116.22 $ 8.61 8.00%
160,000 201.21 217.02 $ 1581 7.86%
361,000 436.38 47028 $ 33.90 7.77%
664,000 867.45 941.82 $ 74.37 8.57%

Average Usage

70,880 $ 9694 $10473 $ 7.79 8.04%
Median Usage

29,501 $ 4853 $ 5259 $ 4.07 8.38%




Arizona-American Water Company /Paradise Valley Water District Exhibit

Meter Size and Code

Usage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
40,000
80,000
160,000
341,000
682,000

$

Bill Comparison Present and Proposed Rates
1 1/2 Inch Commercial (P2M1A)

Present Proposed

Bill
28.02 $
29.19
30.36
31.53
32.70
33.87
35.04
36.21
37.38
38.55
39.72
40.89
42.06
4323
44.40
4557
46.74
47.91
49.08
50.25
51.42
74.82

121.62
215.22
426.99
907.74

Average Usage
99,279 $

Median Usage
61,501

$

14418 $

9998 $

Bill
30.83
32.09
33.35
34.61
35.87
37.13
38.39
39.65
40.91
42,17
43.43
44.69
45.95
47.21
48.47
49.73
50.99
52.25
53.51
54.77
56.03
81.23
131.63
232.43
460.49
986.03

155.92

108.32

Dollar Percent

Increase Increase

$ 281 10.03%
$ 290 9.93%
$ 299 9.85%
$ 308 9.77%
$ 317 9.69%
$ 326 9.63%
$ 335 9.56%
$ 344 9.50%
$ 353 9.44%
$ 362 9.39%
$ 37 9.34%
$ 380 9.29%
$ 389 9.25%
$ 398 9.21%
$ 407 9.17%
$ 416 9.13%
$ 425 9.09%
$ 434 9.06%
$ 443 9.03%
$ 452 9.00%
$ 461 8.97%
$ 6.41 8.57%
$ 10.01 8.23%
$ 17.21 8.00%
$ 33.50 7.85%
$ 78.29 8.62%
$ 11.75 8.15%
$ 835 8.35%

Rebuttal Schedule H-4

Page
Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 400,000
Upto 999,999,999
Upto 999,999,999
Over » 1,000,000,000
Proposed Rates:
Monthly Minimum:;

Gallons in Minimum
Charge Per 1,000 Gallons

Upto 400,000
Up to 999,999,999
Upto 999,999,999
Over 999,999,999

12

$ 28.02

117
1.46
1.46
1.46

h P PP

$ 30.83

1.26
1.60
1.60
1.60

H P Nh P




f

Arizona-American Water Company /Paradise Valley Water District Exhibit
Bill Comparison Present and Proposed Rates Rebuttal Schedule H-4
Meter Size and Code 2 Inch Commercial (P2M1A) Page 13
Witness: Kozoman
A Present  Proposed Dollar Percent
Usage Bill Bill Increase Increase
- $ 4483 $ 4932 $ 449 10.02%
1,000 46.00 5058 $ 4.58 9.96% Present Rates:
2,000 47.17 5184 $ 467 9.90% Monthly Minimum: $ 4483
3,000 48.34 5310 $ 476 9.85% Gallons in Minimum -
4,000 49.51 5436 $ 485 9.80% Charge Per 1,000 Gallons
5,000 50.68 5662 $ 494 9.75% Upto 400,000 $ 1.17
6,000 51.85 56.88 $ 5.03 9.70% Upto 999999999 $ 146
7,000 53.02 5814 § 6.12 9.66% Upto 999,999,999 $ 1.46
8,000 54.19 5840 $ 521 9.61% Over 1,000,000,000 $ 1.46
9,000 55.36 6066 $ 530 9.57%
10,000 56.53 6192 $ 5.39 9.53%
11,000 57.70 63.18 $ 548 9.50% Proposed Rates:
12,000 58.87 6444 $ 557 9.46% Monthly Minimum: $ 4932
13,000 60.04 6570 $ b5.66 9.43% Gallons in Minimum -
14,000 61.21 6696 $ 5675 9.39% Charge Per 1,000 Gallons
15,000 62.38 6822 $ 584 9.36% Up to 400000 $ 1.26
16,000 63.55 6948 $§ 593 9.33% Upto 999,999,999 $ 1.60
17,000 64.72 7074 $ 6.02 9.30% Upto 999,099999 $§ 1.60
18,000 65.89 7200 $ 6.11 9.27% Over 1,000,000,000 $ 1.60
20,000 68.23 7452 $ 629 9.22%
40,000 91.63 99.72 $ 8.09 8.83%
160,000 232.03 25092 $ 18.89 8.14%
641,000 864.69 93892 $ 74.23 8.58%
1,220,000 1,710.03 1,865.32 $ 155.29 9.08%
1,826,000 2,594.79 2,834.92 $ 240.13 9.25%

Average Usage

317689 $ 41653 $ 44961 $ 33.08 7.94%
Median Usage

194,000 $§ 27181 $293.76 $ 21.95 8.08%




Arizona-American Water Company /Paradise Valley Water District
Bill Comparison Present and Proposed Rates

Meter Size and Code

Usage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
40,000
80,000
190,000
289,000
290,000
774,000
5,114,000

Average Usage
415461 $
Median Usage
12501 $

Present
Bill
84.06
85.23
86.40
87.57
88.74
89.91
91.08
92.25
93.42
94.59
95.76
96.93
98.10
99.27
100.44
101.61
102.78
103.95
105.12
106.29
107.46
130.86
177.66
306.36
422.19
423.36

1,098.10-

7,434.50

574.63

98.69

3 Inch Commercial (P2M1A)

Proposed  Dollar Percent

Bill Increase Increase
$ 9247 § 841 10.00%
9373 $ 850 9.97%
9499 $ 8.59 9.94%
9625 $ 868 9.91%
9751 $ 877 9.88%
9877 $ 886 9.85%
100.03 $ 895 9.83%
10129 $ 9.04 9.80%
10255 $§ 9.13 9.77%
103.81 § 922 9.75%
105.07 $ 9.31 9.72%
106.33 $ 9.40 9.70%
10759 $§ 949 9.67%
10885 $ 9.58 9.65%
11011 § 967 9.63%
11137 § 976 9.61%
11263 $ 985 9.58%
11389 $§ 994 9.56%
115.156 $ 10.03 9.54%
11641 § 10.12 9.52%
11767 $ 10.21 9.50%
14287 $ 12.01 9.18%
19327 $ 1561 8.79%
331.87 $ 25.51 8.33%
45661 $ 34.42 8.15%
45787 $ 34.51 8.15%
1,19487 $ 96.77 8.81%
8,138.87 $ 704.37 9.47%
$ 62121 $ 46.57 8.11%
$10822 $§ 954 9.66%

Exhibit
Rebuttal Schedule H-4
Page

Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Upto 400,000
Upto 999,999,999
Up to 999,999,999
Over 1,000,000,000

Proposed Rates:
Monthly Minimum:;
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 400,000
Up to 999,999,999
Upto 999,999,999
Over 1,000,000,000

14
$ 84.06
$ 117
$ 146
$ 146
$ 146
$ 9247
$ 126
$ 160
$ 160
$ 160




Arizona-American Water Company /Paradise Valley Water District Exhibit
Bill Comparison Present and Proposed Rates Rebuttal Schedule H-4
Meter Size and Code 4 Inch Commercial (P2M1A) Page 15

Witness: Kozoman

Present  Proposed Dollar Percent

Usage Bill Bill Increase Increase
- $ 14010 $ 15411 $ 14.01 10.00%
1,000 141.27 1556.37 $ 14.10 9.98% Present Rates:
2,000 142.44 15663 $ 14.19 9.96% Monthly Minimum: $ 140.10
3,000 143.61 157.89 $ 1428 9.94% Gallons in Minimum -
4,000 144.78 169.15 $ 14.37 9.93% Charge Per 1,000 Gallons
5,000 145.95 16041 $ 1446 9.91% Up to 400,000 $ 1.17
6,000 147.12 16167 $ 14.55 9.89% Upto 999,999,999 $§ 146
7,000 148.29 162.93 $ 14.64 9.87% Upto 999,999,999 $ 1.46
8,000 149.46 164.19 § 14.73 9.86% Over 1,000,000,000 $ 1.46
9,000 150.63 1656.45 $ 14.82 9.84%
10,000 151.80 166.71 $ 14.91 9.82%
11,000 162.97 16797 $ 15.00 9.81% Proposed Rates:
12,000 154.14 169.23 $ 15.09 9.79% Monthly Minimum: $ 154.11
13,000 156.31 17049 $ 1518 9.77% Gallons in Minimum -
14,000 156.48 171.75 § 15.27 9.76% Charge Per 1,000 Gallons
15,000 157.65 173.01 $ 15.36 9.74% Upto 400,000 $ 1.26
16,000 158.82 17427 $ 1545 9.73% Upto 999,099,999 $ 160
17,000 159.99 17663 § 1554 9.71% Upto 999,999,999 § 1.60
18,000 161.16 176.79 $ 1563 9.70% Over 1,000,000,000 $ 1.60
19,000 162.33 178.05 $ 1572 9.68%
20,000 163.50 179.31 § 15.81 9.67%
40,000 186.90 20451 $ 17.61 9.42%
80,000 233.70 25491 $ 21.21 9.08%
100,000 25710 280.11 $ 23.01 8.95%

Average Usage

- $ 14010 $ 15411 $ 14.01 10.00%
Median Usage

- $ 14010 $ 15411 $ 14.01 10.00%




Arizona-American Water Company /Paradise Valley Water District
Bill Comparison Present and Proposed Rates

Meter Size and Code

Usage
- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
40,000
80,000
153,000
312,000
1,054,000
3,410,000
6,365,000

Average Usage

1,561,292 $ 2,44369 $ 2,670.29

Median Usage
474,000 $

Present
Bill
280.20
281.37
282.54
283.71
284.88
286.05
287.22
288.39
289.56
290.73
291.90
293.07
294.24
295.41
296.58
297.75
298.92
300.09
301.26
302.43
303.60
327.00
373.80
459.21
645.24
1,703.04
5,142.80
9,457.10

856.24

6 Inch Commercial (P2M1A)

Proposed Dollar Percent
Bill Increase Increase
$ 30822 $ 28.02 10.00%
30948 $ 28.11 9.99%
310.74 $ 28.20 9.98%
31200 $ 28.29 9.97%
313.26 $ 28.38 9.96%
31452 $ 28.47 9.95%
315.78 $ 28.56 9.94%
317.04 $ 2865 9.93%
318.30 $ 2874 9.93%
319.56 $ 2883 9.92%
320.82 $ 2892 9.91%
32208 $ 29.01 9.90%
323.34 $ 29.10 9.89%
32460 $ 29.19 9.88%
325.86 $ 2928 9.87%
32712 $ 2937 9.86%
328.38 $ 29.46 9.86%
32964 $ 2955 9.85%
33080 $ 2964 9.84%
33216 $ 29.73 9.83%
33342 $ 2982 9.82%
368.62 $ 31.62 9.67%
409.02 $ 3522 9.42%
501.00 $ 4179 9.10%
701.34 $ 56.10 8.69%
1,858.62 $ 155.58 9.14%
5,628.22 $ 485.42 9.44%
10,356.22 $ 899.12 9.51%
$ 226.60 9.27%

$ 93062 $ 74.38 8.69%

Exhibit

Rebuttal Schedule H4

Page
Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 400,000
Upto 999,999,999
Up to 999,999,999
Over 1,000,000,000

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 400,000
Upto 999,999,999
Upto 999,999,999
Over 1,000,000,000

16

$ 280.20

1.17
1.46
1.46
1.46

A AP

$ 308.22

1.26
1.60
1.60
1.60

P P



Arizona-American Water Company /Paradise Valley Water District Exhibit
Bill Comparison Present and Proposed Rates Rebuttal Schedule H-4

Meter Size and Code 3 Inch Turf (P2M1T) Page 17
Witness: Kozoman

Present Proposed Dollar Percent
Usage Bill Bill Increase Increase
- $ 8406 $ 9247 § 841 10.00%
1,000 84.96 93.57 8.61 10.13% Present Rates:
2,000 85.86 94.67 8.81 10.26% Monthly Minimum: $ 84.06
3,000 86.76 95.77 9.01 10.38% Gallons in Minimum -
4,000 87.66 96.87 9.21 10.51% Charge Per 1,000 Gallons
5,000 88.56 97.97 9.41 10.63% Upto 999,999,999 $ 0.90
6,000 89.46 99.07 9.61 10.74% Upto 999,999,999 $§ 0.90
7,000 90.36 100.17 9.81 10.86% Upto 999,999,999 $ 0.90
8,000 91.26 101.27 10.01 10.97% Over 1,000,000,000 $ 0.90
9,000 92.16 102.37 10.21 11.08%
10,000 93.06 103.47 10.41 11.19%
11,000 93.96 104.57 10.61 11.29% Proposed Rates:
12,000 94.86 105.67 10.81 11.40% Monthly Minimum: $ 9247
13,000 95.76 1086.77 11.01 11.50% Gallons in Minimum -
14,000 96.66 107.87 11.21 11.60% Charge Per 1,000 Gallons
15,000 97.56 108.97 11.41 11.70% Upto 25,000,000 $ 1.10
16,000 98.46 110.07 11.61 11.79% Upto 25,000,001 $ 1.10
17,000 99.36 111.17 11.81 11.89% Up to 25,000,001 $ 1.10
18,000 100.26 112.27 12.01 11.98% Over 25,000,002 $ 1.10
19,000 101.16 113.37 12.21 12.07%
20,000 102.06 114.47 12.41 12.16%
40,000 120.06 136.47 16.41 13.67%
80,000 156.06 180.47 24.41 15.64%
100,000 174.06 202.47 28.41 16.32%

2,341,000 2,190.96 2,667.57 47661 21.75%
2,539,000 2,369.16 2,885.37 516.21 21.7%%
5,295,000 4,849.56 5,916.97 1,067.41 22.01%
11,483,000 10,418.76 12,723.77 2,305.01 22.12%

Average Usage

6,726,800 $ 6,138.18 $ 7,491.95 1,353.77 22.05%
Median Usage

9,109,000 $ 8,282.16 $ 10,112.37 1,830.21 22.10%



Arizona-American Water Company /Paradise Valley Water District Exhibit
Bill Comparison Present and Proposed Rates Rebuttal Schedule H-4

Meter Size and Zone: 3 Inch Turf (PAM1T) Page 18
Witness: Kozoman

Present Proposed Dollar Percent
Usage Bill Bill Increase  Increase
- $ 8406 $ 9247 $ 8.41 10.00%
1,000 84.96 9357 % 8.61 10.13% Present Rates:
2,000 85.86 9467 $ 8.81 10.26% Monthly Minimum: $ 84.06
3,000 86.76 95.77 $ 9.01 10.38% Gallons in Minimum -
4,000 87.66 96.87 $ 9.21 10.51% Charge Per 1,000 Gallons
5,000 88.56 9797 $ 9.41 10.63% Upto 999,999,999 $ 090
6,000 89.46 99.07 $ 9.61 10.74% Up to 999999999 $ 0.90
7,000 90.36 100.17 $ 9.81 10.86% Upto 999,999999 $ 0.90
8,000 91.26 10127 $§ 10.01 10.97% Over 1,000,000,000 $ 090
9,000 92.16 102.37 $ 1021 11.08%
10,000 93.06 10347 $ 1041 11.19%
11,000 93.96 10457 $ 10.61 11.29% Proposed Rates:
12,000 94.86 10567 $ 10.81 11.40% Monthly Minimum: $ 9247
13,000 95.76 106.77 $ 11.01 11.50% Gallons in Minimum -
14,000 96.66 107.87 $ 11.21 11.60% Charge Per 1,000 Gallons
15,000 97.56 10897 § 11.41 11.70% Up to 25,000,000 $ 1.10
16,000 98.46 11007 $ 11.61 11.79% Up to 25,000,001 $ 1.10
17,000 99.36 11117 §  11.81 11.89% Upto 25,000,001 $ 1.10
18,000 100.26 11227 $ 12.01 11.98% Over 25,000,002 $ 1.10
19,000 101.16 11337 $ 1221 12.07%
20,000 102.06 11447 $ 1241 12.16%
40,000 120.06 13647 $ 1641 13.67%
80,000 156.06 18047 $ 2441 15.64%
100,000 174.06 20247 $ 28.41 16.32%
335,000 385.56 46097 $ 7541 19.56%
607,000 630.36 760.17 $ 129.81 20.59%
886,000 881.46 1,067.07 $ 18561 21.06%
1,406,000 1,349.46 1,639.07 $ 289.61 21.46%

Average Usage

812955 $§ 81572 $ 986.72
Median Usage

607,000 $ 63036 $ 76017 $ 129.81 20.59%

171.00  20.96%

L1




Arizona-American Water Company /Paradise Valley Water District Exhibit
Bill Comparison Present and Proposed Rates Rebuttal Schedule H-4
Meter Size and Code Paradise Valley Country Club (P2PVC) Page 19
6 Inch Witness: Kozoman
Present Proposed Doliar Percent
Usage Bill Bill Increase Increase

- $ 12,817.00 $ 15,665.22
1,000 12,817.00 15,665.22
2,000 12,817.00 15,665.22
3,000 12,817.00 15,665.22
4,000 12,817.00 15,665.22

2,848.22 22.22%

2,848.22 22.22% Present Rates:

2,848.22 22.22% Monthly Minimum: $12,817.00
2,848.22 22.22% Gallons in Minimum -
2,848.22 22.22% Charge Per 1,000 Gallons

5,000 12,817.00 15,665.22 2,848.22  22.22% Up to 999,999,999 $ -
6,000 12,817.00 15,665.22 284822 22.22% Up to 999,999,999 $ -
7,000 12,817.00 15,665.22 2,848.22 22.22% Upto 999,999,999 $ -
8,000 12,817.00 15,665.22 284822  22.22% Over 1,000,000,000 $ -

9,000 12,817.00 15,665.22
10,000 12,817.00 15,665.22
11,000 12,817.00 15,665.22
12,000 12,817.00 15,665.22
13,000 12,817.00 15,665.22
14,000 12,817.00 15,665.22

2,84822  22.22%

284822 22.22%

2,848.22 22.22% Proposed Rates:

2,84822 22.22% Monthly Minimum: . $15,665.22
2,848.22 22.22% Gallons in Minimum -
2,848.22 22.22% Charge Per 1,000 Gallons

15,000 12,817.00 15,665.22 2,848.22 22.22% Up to 999,999,999 § -
16,000 12,817.00 15,665.22 2,848.22  22.22% Up to 999,999,999 $ -
17,000 12,817.00 15,665.22 2,848.22 22.22% Up to 999,990,999 $ -
18,000 12,817.00 15,665.22 284822 22.22% Over 1,000,000,000 $ -

19,000 12,817.00 15,665.22

20,000  12,817.00 15,665.22

40,000 12,817.00 15,665.22

80,000 12,817.00 15,665.22

100,000 12,817.00 15,665.22

: 5,852,000 12,817.00 15,665.22

~’ 21,949,000 12,817.00 15,665.22
Average Usage

16,921,917 $ 12,817.00 $ 15,665.22
Median Usage

15,880,000 $ 12,817.00 $ 15,665.22

. 2,848.22  22.22%
2,848.22  22.22%
2,848.22  22.22%
2,848.22  22.22%
2,84822  22.22%
2,84822 22.22%
2,848.22  22.22%

2,848.22 22.22%

- -] PANA PO DAPNPPADPADNDPADADNDADPLDPADADNAPDPAL

284822  22.22%




Arizona-American Water Company /Paradise Valley Water District Exhibit

Bill Comparison Present and Proposed Rates

Meter Size and Code

Usage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
40,000
80,000
100,000

$

Present
Bill

8.41
9.73
11.05
12.37
13.69
15.01
16.33
17.65
18.97
20.29
21.61
22.93
24.25
25.57
26.89
28.21
29.53
30.85
32.17
33.49
34.81
61.21
114.01
140.41

Average Usage

887 $ 9.58
Median Usage
2501 $ 11.71

5/8 Inch OWU/OPA (PSM1A)

Proposed
Bill
$ 926
10.72
12.18
13.64
15.10
16.56
18.02
19.48
20.94
22.40
23.86
25.32
26.78
28.24
29.70
31.16
32.62
34.08
35.54
37.00
38.46
67.66
126.06
155.26

$ 10.56

$ 1291

Dollar Percent
increase Increase
$ 085 10.11%
$ 099  10.17%
$ 113 10.23%
$ 127 10.27%
$ 14 10.30%
$ 155 10.33%
$ 169 10.35%
$ 183 10.37%
$ 197 10.38%
$ 211 10.40%
$ 225 10.41%
$ 239 10.42%
$ 253 10.43%
$ 267 10.44%
$ 281 10.45%
$ 295 10.46%
$ 3.09 10.46%
$ 323 10.47%
$ 337 10.48%
$ 351 10.48%
$ 365 10.49%
$ 645 10.54%
$ 1205 10.57%
$ 1485 . 10.58%
$ 097 10.17%
$ 120 10.25%

Rebuttal Schedule H4

Page
Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Upto 999,999,999
Up to 999,999,999
Up to 999,999,999
Over 1,000,000,000

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 999,999,999
Upto 999,999,999
Upto 999,999,999
Over 1,000,000,000

20

hH P PP

&

PP DA

8.41

1.32
1.32
1.32
1.32

9.26

1.46
1.46
1.46
1.46




Arizona-American Water Company /Paradise Valley Water District Exhibit

Bill Comparison Present and Proposed Rates

Meter Size and Code

Usage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
40,000
80,000
81,000
82,000
83,000
84,000
85,000
86,000
87,000
88,000
89,000
90,000
91,000
92,000
145,000
303,000
505,000

Present
Bill

$ 14.01
15.33
16.65
17.97
19.29
20.61
21.93
23.25
24.57
25.89
27.21
28.53
29.85
31.17
32.49
33.81
35.13
36.45
37.77
39.09
40.41
66.81
119.61
120.93
122.25
123.57
124.89
126.21
127.53
128.85
130.17
131.49
132.81
134.13
135.45
205.41
413.97
680.61

Average Usage

45,542

$ 74,12

Median Usage

3,001

$ 17.97

1 Inch OWU/OPA (P5M1A)

Proposed
Bill
$ 1542
16.88
18.34
19.80
21.26
22.72
24.18
25.64
27.10
28.56
30.02
31.48
32.94
34.40
35.86
37.32
38.78
40.24
41.70
43.16
44.62
73.82
132.22
133.68
135.14
136.60
138.06
139.52
140.98
142.44
143.90
145.36
146.82
148.28
149.74
227.12
457.80
752.72

$ 81.91

$ 19.80

Dollar Percent
Increase Increase
$ 1.4 10.06%
$ 155 10.11%
$ 169 10.15%
$ 1.83 10.18%
$ 197 10.21%
$ 211 10.24%
$ 225 10.26%
$ 239 10.28%
$ 253 10.30%
$ 267 10.31%
$ 281 10.33%
$ 295 10.34%
$ 3.09 10.35%
$ 323 10.36%
$ 337 10.37%
$ 3.51 10.38%
$ 365 10.39%
$ 3.79 10.40%
$ 393 10.41%
$ 407 10.41%
$ 421 10.42%
$ 7.01 10.49%
$ 1261 10.54%
$ 1275 10.54%
$ 12.89 10.54%
$ 13.03 10.54%
$ 13.17 10.55%
$ 13.31 10.55%
$ 1345 10.55%
$ 13.59 10.55%
$ 13.73 10.55%
$ 13.87 10.55%
$ 14.01 10.55%
$ 14.15 10.55%
$ 14.29 10.55%
$ 21.71 10.57%
$ 43.83 10.59%
$ 721 10.59%
$ 779 10.50%
$ 183 10.18%

Rebuttal Schedule
Page
Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Upto 999,999,999
Up to 999,999,999
Upto 999,999,999
Over 1,000,000,000

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 999,999,999
Up to 999,999,999
Up to 999,999,999
Over 1,000,000,000

H-4
21

$ 14.01

1.32
1.32
1.32
1.32

h P NP

15.42

«

1.46
1.46
1.46
1.46

AP
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Arizona-American Water Company /Paradise Valley Water District Exhibit
Bill Comparison Present and Proposed Rates Rebuttal Schedule H-4
Meter Size and Code 2 Inch OWU/OPA (P5M1A) Page 22
Witness: Kozoman
Present  Proposed Dollar Percent
Usage Bill Bill Increase Increase
- $ 4483 $ 4932 $ 449 10.02%
1,000 46.15 50.78 $ 463 10.03% Present Rates:
2,000 47.47 5224 $ 477 10.05% Monthly Minimum: $ 4483
3,000 48.79 53.70 $ 4.9 10.06% Gallons in Minimum -
4,000 50.11 55.16 $ 5.05 10.08% Charge Per 1,000 Gallons
5,000 51.43 5662 $ 519 10.09% Upto 999,999,999 $ 1.32
6,000 52.75 5808 $ 533 10.10% Upto 999,999,999 $ 1.32
7,000 54.07 59564 $ 547 10.12% Upto 999,099,909 § 1.32
8,000 55.39 6100 $ 561 10.13% Over 1,000,000,000 $ 1.32
9,000 56.71 6246 $ 575 10.14%
10,000 58.03 6392 $ 5.89 10.15%
11,000 59.35 6538 $ 6.03 10.16% Proposed Rates:
12,000 60.67 66.84 $ 6.17 10.17% Monthly Minimum: $ 4932
13,000 61.99 68.30 $§ 6.31 10.18% Gallons in Minimum -
14,000 63.31 69.76 $ 645 10.19% Charge Per 1,000 Gallons
15,000 64.63 7122 $ 659 10.20% Upto 999,999,999 $ 1.46
16,000 65.95 7268 $ 6.73 10.20% Upto 999,999,999 § 1.46
17,000 67.27 7414 $ 687 10.21% Upto 999,999,999 $ 146
18,000 68.59 7560 $ 7.01 10.22% Over 1,000,000,000 $ 1.46
19,000 69.91 7706 $ 7.15 10.23%
i 20,000 71.23 7852 $ 729 10.23%
40,000 97.63 107.72 $ 10.09 10.33%
80,000 150.43 166.12 $ 1569 10.43%
123,000 207.19 22890 $ 21.71 10.48%

Average Usage

21,000 $ 7255 § 7998 $§ 7.43 10.24%
Median Usage

9,601 $ 5737 $ 6319 $ 5.82 10.14%




Arizona-American Water Company /Paradise Valley Water District Exhibit

Meter Size and Code

Usage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
40,000
80,000
100,000

Average Usage

136
Median Usage

$
$

Bill Comparison Present and Proposed Rates
5/8 Inch Fire (PEM1A)

Present Proposed

Bill
500 $
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00

500 $

500 $

Bill

5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00

5.00

5.00

Dollar
Increase

Percent
Increase

AR AP ANDDPADNDPLDADPDDDPADPDAAPPDPPP

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

0.00%

0.00%

Rebuttal Schedule H-4
Page 23
Witness: Kozoman

Present Rates:

Monthly Minimum: $ 500
Galions in Minimum -
Charge Per 1,000 Gallons

Upto 999,999,999 $ -
Upto 999,999,999 $ -
Upto 999,999,999 § -
Over 1,000,000,000 $ -

Proposed Rates:

Monthly Minimum: $ 5.00
Gallons in Minimum -
Charge Per 1,000 Gallons

Upto 999,999,999 $ -
Up to 999,909999 $ -
Up to 999,999,999 $ -
Over 1,000,000,000 $ -



Arizona-American Water Company /Paradise Valley Water District Exhibit

Meter Size and Code

Bill Comparison Present and Proposed Rates
3/4 Inch Fire (P6M1A)

Present Proposed

Usage Bill
- $ 500 $
1,000 5.00
2,000 5.00
3,000 5.00
4,000 5.00
5,000 5.00
6,000 5.00
7,000 5.00
8,000 5.00
9,000 5.00
10,000 5.00
11,000 5.00
12,000 5.00
13,000 5.00
14,000 5.00
15,000 5.00
16,000 5.00
17,000 5.00
18,000 5.00
19,000 5.00
20,000 5.00
40,000 5.00
80,000 5.00
100,000 5.00
Average Usage
- $ 500 $
Median Usage
- $ 500 $

Bill

5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00

5.00

5.00

5.00

5.00

Dollar

Increase

Percent
Increase

PRARPADDADADDDPNDDLODDN DD D NP LDPP PPN
'

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

0.00%

0.00%

Rebuttal Schedule H-4
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Page
Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Upto 999,999,999
Up to 999,999,999
Up to 999,999,999
Over 1,000,000,000

Proposed Rates:
Monthly Minimum;
Gallons in Minimum
Charge Per 1,000 Gallons

Upto 999,999,999
Up to 999,999,999
Up to 999,999,999
Over 1,000,000,000

¥ P AP

P R o



Usage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
8,000
10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
40,000
80,000
100,000

Meter Size and Code

$

Present  Proposed

Bill
500 $
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00

Average Usage

$

500 $

Median Usage

$

500 $

Bill

5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00

5.00

5.00

Dollar

Increase

Percent
Increase

P APAPDPADAPADPPAPADADDADDADPADDPDAPDP PP
1

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

0.00%

0.00%

Arizona-American Water Company /Paradise Valley Water District Exhibit
Bill Comparison Present and Proposed Rates
1 Inch Fire (P6M1A)

Rebuttal Schedule H-4
Page 25
Witness: Kozoman

Present Rates:

Monthly Minimum: $ 500
Gallons in Minimum -
Charge Per 1,000 Gallons

Up to 999,999,999 $ -
Up to 999,999,999 $ -
Up to 999,999,999 $ -
Over 1,000,000,000 $ -

Proposed Rates:

Monthly Minimum: $ 500
Gallons in Minimum -
Charge Per 1,000 Gallons

Up to 999,099999 $ -
Upto 909,999,909 $ -
Up to 999,000,999 $ -
Over 1,000,000,000 $ -



Meter Size and Code
Present  Proposed
Usage Bill Bill
- $ 500 $ 5.00
1,000 5.00 5.00
2,000 5.00 5.00
3,000 5.00 5.00
4,000 5.00 5.00
5,000 5.00 5.00
6,000 5.00 5.00
7,000 5.00 5.00
8,000 5.00 5.00
9,000 5.00 5.00
10,000 5.00 5.00
11,000 5.00 5.00
12,000 5.00 5.00
13,000 5.00 5.00
14,000 5.00 5.00
15,000 5.00 5.00
16,000 5.00 5.00
17,000 5.00 5.00
18,000 5.00 5.00
19,000 5.00 5.00
20,000 5.00 5.00
40,000 5.00 5.00
100,000 5.00 5.00
Average Usage .
14 $ 500 $§ 65.00
Median Usage
- $ 500 $ 5.00

Dollar

Increase

PRANAPARAPADNDPADPAPAADBAPADPAPDNPADALNDDNLD
'

Arizona-American Water Company /Paradise Valley Water District
Bill Comparison Present and Proposed Rates
2 Inch Fire (P6M1A)

Percent
Increase

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

0.00% -

0.00%

Exhibit

Rebuttal Schedule H-4
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Page
Witness: Kozoman

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 999,999,999
Up to 999,999,999
Up to 999,999,999
Over 1,000,000,000

Proposed Rates:
Monthly Minimum:;
Gallons in Minimum
Charge Per 1,000 Gallons

Upto 999,999,999
Upto 999,999,999
Upto 999,999,999
Over 1,000,000,000

P PP

@ P NH P

-

5.00
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Arizona-American Water Company /Paradise Valley Water District Exhibit
Bill Comparison Present and Proposed Rates Rebuttal Schedule H-4
Meter Size and Code 3 Inch Irrigation (P7M1A) Page 27

Witness: Kozoman

Present Proposed  Dollar Percent

Usage Bill Bill Increase Increase
- $ 8406 $ 9247 $ 8.41 10.00%
1,000 85.38 93983 $ 855 10.01% Present Rates:
2,000 86.70 9539 $ 869 10.02% Monthly Minimum: $ 84.06
3,000 88.02 96.85 $ 8.83 10.03% Gallons in Minimum -
I 4,000 89.34 98.31 $ 897 10.04% Charge Per 1,000 Gallons
5,000 90.66 99.77 $ 9.1 10.05% Upto 999,999,999 § 1.32
6,000 91.98 10123 $ 9.25 10.06% Upto 999,9009099 $ 1.32
7,000 93.30 10269 $ 9.39 10.06% Up to 999,999,999 $ 1.32
8,000 94.62 104.15 $ 953 10.07% Over 1,000,000,000 $ 1.32
9,000 95.94 10561 $ 9.67 10.08%
10,000 97.26 107.07 $ 9.81 10.09%
11,000 98.58 108563 $ 995 10.09% Proposed Rates:
12,000 99.90 109.99 $ 10.09 10.10% Monthly Minimum: $ 9247
13,000 101.22 11145 $ 10.23 10.11% Gallons in Minimum -
14,000 102.54 11291 $ 1037 10.11% Charge Per 1,000 Gallons
15,000 103.86 11437 $ 10.51 10.12% Upto 999,999,999 $ 1.46
16,000 105.18 11583 $ 10.65 10.13% Up to 999,899,999 $§ 1.46
17,000 106.50 11729 $ 10.79 10.13% Upto 999,999,999 $ 1.46
18,000 107.82 118.75 § 10.93 10.14% Over 1,000,000,000 $ 1.46
19,000 109.14 12021 $ 11.07 10.14%
20,000 110.46 12167 $ 11.21 10.15%
40,000 136.86 150.87 $ 14.01 10.24%
80,000 189.66 208.27 $ 1961 10.34%
100,000 216.06 23847 $ 22.41 10.37%

Average Usage

- $ 84.06 $ 9247 $ 841 10.00%
Median Usage

- $ 8406 $ 9247 $ 841 10.00%
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| VALUE OF ITS UTILITY PLANT AND

1
; PROPERTY AND FOR INCREASES IN ITS

IRATES AND CHARGES BASED THEREON
IFOR UTILITY SERVICE BY ITS PARADISE

| VALLEY DISTRICT.
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EXECUTIVE SUMMARY

The direct testimony of Company witness Joel M. Reiker addresses the following issues:

Mr. Reiker adopts portions of the direct testimony of Company witness David Stephenson
related to rate base, the cost of debt, capital structure, and various test year expense adjustments.
Mr. Reiker also responds to the direct testimony of Arizona Corporation Commission Staff
witnesses Igwe and Dorf, and Residential Utility Consumer Office (“‘RUCO”) witnesses Moore
and Coley.

Mr. Reiker presents Arizona-American Water’s updated proposed revenue requirement for
Paradise Valley, which is $5,607,523. This represents a $528,328 increase over adjusted test
year revenues, or 10.40%. This change in the Company’s proposed revenue increase is largely
due to the Company’s acceptance of Staff’s recommendation to include in rate base, public
safety/fire flow related plant improvements added after the test year, as well as additional
adjustments proposed by the Company.

Mr. Reiker explains why the Company cannot accept several of Staff’s rate base and income

| statement adjustments including the following: Staff Rate Base Adjustment 1 to eliminate plant
held for emergency use; Staff Rate Base Adjustment 4 to eliminate deferred maintenance; Staff
| Rate Base Adjustment 5 to eliminate working cash; Staff Income Statement 2 to reduce

i purchased power expense; Staff Income Statement Adjustment 5 to reduce rate case expense;

i

land Staff Income Statement Adjustment 6 to eliminate allocated expenses.

1
1 Mr. Reiker explains why the Company cannot accept several of RUCO’s rate base and income
| statement adjustments, including the following: RUCO Rate Base Adjustment 1 to eliminate
 plant held for emergency use; RUCO Rate Base Adjustment 2/RUCO Income Statement
Adjustment 8 regarding the Company’s proposal to share 50% of the gain on the sale of land
with customers; RUCO Rate Base Adjustment 4 to reduce working capital; RUCO Income
Statement S to reduce rate case expense; RUCO Income Statement Adjustments 9 and 10 to
reduce property taxes.

i
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L INTRODUCTION
PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS.

My name is Joel M. Reiker. I am a Regulatory Analyst employed by American Water
Works Service Company (“American Water”) in its Western Region. My business
address is 19820 North 7" Street, Suite 201, Phoenix, Arizona 85024-1694. My
telephone number is (623) 445-2490.

BRIEFLY DESCRIBE YOUR RESPONSIBILITIES WITH AMERICAN WATER.
In my capacity as a Regulatory Analyst with American Water, I am responsible for the
preparation of regulatory filings for our Western Region subsidiaries. Our Western
Region subsidiaries include Arizona-American Water Company (“Arizona-American” or
“Company”), California-American Water Company, Hawaii-American Water Company,

New Mexico-American Water Company, and Texas-American Water Company.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
PROFESSIONAL EXPERIENCE.

In 1998, 1 graduéted cum laude from the Arizona State University School of
Management, receiving a Bachelor of Science degree in global business with a
specialization in financial management. My course of studies included classes in
corporate and international finance, investments, accounting, statistics, and economics.
From 1999 to 2005, I was employed by the Arizona Corporation Commission
(“Commission”) as a Staff Rate Analyst in the Utilities Division. While at the

Commission, I provided recommendations regarding rate of return, mergers and

acquisitions, divestitures, and financings, and I occasionally acted as an arbitrator in
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disputes brought before the Utilities Division. I have attended various educational
programs and classes on regulatory and business issues, including the National
Association of Regulatory Utility Commissioners and the Institute of Public Utilities’
Regulatory Studies Program at Michigan State University. I have participated in over

fifty regulatory proceedings. Appendix A contains a listing of my regulatory experience.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS
CASE?

I adopt portions of the direct testimony of Company witness David P. Stephenson in this
case. Those areas include Paradise Valley’s rate base and associated adjustments, the
cost of debt, capital structure, and various test year expense adjustments. In addition to
adopting portions of Mr. Stephenson’s direct testimony, I respond to the direct testimony
of Arizona Corporation Commission (“ACC”) Staff witnesses Igwe and Dorf, and

Residential Utility Consumer Office (“RUCO”) witnesses Moore and Coley.

PLEASE DISCUSS YOUR HISTORY WITH AMERICAN WATER AND YOUR
ROLE WITHIN AMERICAN WATER’S NEWLY-FORMED ARIZONA RATES
AND REGULATION TEAM.

I began my employment with American Water in January 2005 after working as an ACC
Staff rate analyst for approximately five and one-half years. Ijoined the Company in the |
wake of what many of my current colleagues considered to be among the most
disappointing regulatory results in the American Water family of subsidiaries. The
Company’s 2002 general rate case, in which I appeared as a Staff witness, lead in part, to

a number of changes in the face of a deteriorating financial situation for Arizona-
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1 American Water. Those changes included the development of what will ultimately be a
2 fully-staffed Arizona-based Rates & Regulation team, including an in-house regulatory
3 attorney, and experts in the fields of cost of service, rate design, and cost of capital. The
4 structural changes are on-going and should lead to ever-increasing efficiencies with each
5 case we file in the coming months and years. The already-strained resources of Staff,
6 RUCO and other parties to these cases will ultimately benefit from the ability to interact
7 with Company representatives directly and informally. In a sense, we are a new company
8 - albeit faced with the task of greatly improving our financial condition. We simply
9 | cannot accomplish this task without cooperating with Staff and RUCO in the most
10 professional manner. Throughout the course of Staff’s and RUCO’s initial review in this
11 case, we have made a concerted effort to be available to respond to informal clarifications
‘ 12 of data requests and help to resolve issues of disagreement. We have stumbled at times,
13 but I believe we are improving as resources are added and knowledge gained.
14
15 Q. HOW WILL YOUR TESTIMONY BE ORGANIZED?
16 JA My testimony is presented in four sections. In section two, I present the Company’s
17 updated revenue requirement. In section three, I address rate base and respond to the
18 direct testimony of Staff witness James J. Dorf and Ruco witness Timothy J. Coley. In
19 Section four, I address the income statement and associated adjustments, and respond to
20 the direct testimony of Staff witness Alexander Ibhade Igwe and RUCO witness Rodney
21 L. Moore.
22
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#
1 IL REVENUE REQUIREMENT
2 Q. PLEASE SUMMARIZE THE COMPANY’S PROPOSED REVENUE
3 REQUIREMENT AND ASSOCIATED INCREASE, AS WELL AS THOSE OF
4 STAFF AND RUCO.
5 [A. The proposed revenue requirements and associated increases are summarized in the
6 following table:
7 Table 1
Revenue Revenue Percent
Requirement  Increase/(Decrease) Increase
Company-Direct $5,348,660 $277,980 5.48%
Staff $5,269,700 $199,020 3.92%
RUCO $4,628,319 ($442,361) -8.72%
Company Rebuttal $5,607,523 $528.328 10.40%
'8
9 As shown in the above table, the Company has revised its proposed overall revenue
10 increase to 10.40 percent, from its original 5.48 percent. The Company’s revised revenue
11 requirement is summarized in Schedule JMR-RBI1, and supported by Schedules JMR-
12 RB2 through JMR-RBS. The updated revenue requirement shown above incorporates
13 many of the adjustments recommended by Staff and RUCO, as well as additional
14 adjustments proposed by the Company.
15
16 THE COMPANY'S ORIGINAL RATE APPLICATION SOUGHT A BASE RATE
17 INCREASE OF 5.48 PERCENT. THE COMPANY'S REVISED BASE RATE
18 INCREASE IS 10.40 PERCENT. HOW CAN THIS BE, GIVEN THAT THE
19 COMPANY ACCEPTS MANY OF STAFF’S AND RUCO'S ADJUSTMENTS?
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A. The Company's original application also sought an estimated Step 1 increase in the Public
Safety surcharge (“PSS”) of approximately $581,830 or 11.47 percent, effective at the

| same time as new permanent rates in this case - a total increase of about 16.95 percent

when the base rate increase is added. Because the Commission Staff recommends, and

the Company accepts, the inclusion of public safety/fire flow improvement projects

added to date in base rates, the Step-1 PSS increase is now included in the base rate

increase. In other words, the Company’s requested rate increase effective upon new

permanent rates in this case is no longer 16.95 percent but is 10.40 percent.

Q. DOESN'T THIS MEAN THAT, BUT FOR THE PUBLIC SAFETY/FIRE FLOW
RATE BASE ADDITIONS, THE COMPANY IS PROPOSING LITTLE, IF ANY,
RATE INCREASE?

A. Yes, that is a reasonable way to look at it. The Company’s revised base rate increase is
related almost entirely to those now-completed public safety/fire flow projects. It is
important for the Commission to keep this overall fact in mind as it delves into the

myriad of adjustments in this case.

However, this fact will not repeat for several upcoming rate cases in the Company's other
districts. Those other districts are former Citizens properties, which have a legacy of

plant currently excluded from rate base. Such plant will be brought into rate base in the

coming years as per a prior settlement with the Commission.
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III. RATE BASE
PLEASE SUMMARIZE THE COMPANY’S, STAFF’S, AND RUCO’S
PROPOSED RATE BASES.

The parties’ proposed rate bases are summarized in the following table:

Table 2
Original Cost/Fair
A Value Rate Base
Company-Direct $11,651,216
Staff $14,165,666
RUCO $10,898,953
Company Rebuttal $15,166,114

A. Response to the Direct Testimony of Staff Witness Dorf
Staff Rate Base Adjustment 1: Plant Held for Future Use

DOES THE COMPANY ACCEPT STAFF RATE BASE ADJUSTMENT 1, TO
EXCLUDE FROM RATE BASE PLANT HELD FOR FUTURE USE (DORF

DIRECT,P.3AT22-26 & P.4 AT 1-6)?

No. The Company does not accept Staff Rate Base Adjustment 1 to exclude from rate
base certain backup plant items (submersible pumps and motors) located at Well 17
which are accounted for as plant held for future use. These items should be included in
rate base because by maintaining these items for use in case of an emergency, the

possibility of an extended interruption in service is significantly reduced.

ARE THESE ITEMS CURRENTLY IN RATE BASE?

Yes. InDecision No. 59079, dated May 5, 1995 (attached hereto as Exhibit JMR-RB1)

the Commission found useful and prudent the Company’s decision to maintain for
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backup purposes plant held for future use. Again in Decision No. 61831, dated July 20,
1999, (Paradise Valley’s most recent rate case) the Commission included $168,129 of
plant held for future use in rate base. This amount is currently in rate base and earning a

return.

HOW DOES THE COMPANY RESPOND TO STAFF’S TESTIMONY THAT
“THE COMPANY HAS EVIDENTLY NOT USED THIS EQUIPMENT IN OVER
TEN YEARS.” AND HAS NOT INFORMED STAFF OF ANY DEFINITIVE
PLAN TO USE THIS EQUIPMENT?

Certain backup plant items located at Well 17 were, in fact, temporarily placed into
service at Well 16 during the test year when the motor at that well failed, thus
exemplifying the benefit of maintaining such backup equipment for our customers. The
Commission foresaw such a benefit in its 1995 rate decision, and nothing over the course
of time has reduced the customer benefit of maintaining these items. Arizona-American
Water has a definitive plan to maintain quality, uninterrupted service to its customers in

Paradise Valley. Maintaining these backup plant items is an integral part of that plan.

DOES PARADISE VALLEY CONTINUE TO RELY ON ITS PLANT HELD FOR
FUTURE USE TO REDUCE THE RISK OF A SIGNIFICANT INTERRUPTION
IN SERVICE TO ITS CUSTOMERS?

Yes. In particular, the network supervisor in Paradise Valley informs me that the
Company continues to rely, as it did in 2004, on its plant held for future use to reduce the

possibility of a significant interruption in the summer. Absent the ability to place backup

plant into service on short notice, the Company would immediately be forced to restrict
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1 service to The Camelback Inn, Mountain Shadows Resort, and the Paradise Valley
2 Country Club in the event a system repair was needed.
3
4 L Paradise Valley’s plant held for future use is held for service in the future as emergency
5 backup equipment. Such a definitive plan satisfies the requirement of the NARUC
6 Uniform System of Accounts (“USOA”) as referenced by Staff. In addition, Paradise
7 Valley’s plant held for future use is both used and useful. The Company requests that the
8 Staff reconsider its position and support Arizona-American Water’s request to include
9 this item in rate base, as the Commission has done in the past.
10
: l 1 | Staff Rate Base Adjustment 2: Public Safety Plant Additions
Ij2 | Q. DOES THE COMPANY ACCEPT STAFF RATE BASE ADJUSTMENT 2 TO
13 | INCLUDE IN RATE BASE $3,018,867 OF NET PUBLIC SAFETY PLANT
14 (JACKRABBIT/INVERGORDON AND MCDONALD MAINS) ADDED AFTER
15 THE END OF THE TEST YEAR?
16 [A Yes. The Company appreciates and will accept Staff’s adjustment to include post-test
17 year plant in rate base. However, we propose minor changes to the amount.
18
19 |Q. WHAT CHANGES DOES THE COMPANY PROPOSE?
20 A. The Company proposes to adjust the $3,018,867 amount to reflect an additional $105,164
21 related to various additional items which have closed to the Jackrabbit/Invergordon and
22 McDonald main work orders. These additional amounts include contractual services and
23 AFUDC. The work orders are now closed and the cost of these improvements is final.
4 These additional amounts are reflected in Company Rate Base Adjustment AAW-2,
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shown on Schedule JMR-RB3, page 1, column D, and all supporting documentation is

attached hereto as Exhibit JMR-RB2.

WHY IS IT NECESSARY TO INCLUDE THESE ADDITIONAL AMOUNTS?

It is necessary to include these additional amounts because they are prudent and absent
recognition as post-test year plant related to the Jackrabbit/Invergordon and McDonald
main work orders, the Company fears they may never be recovered. This would occur if
in Paradise Valley’s next rate case, utility plant in service was a function of plant

balances approved in this case adjusted for subsequent additions and retirements.

Staff Rate Base Adjustment 3: Accumulated Depreciation

DOES THE COMPANY ACCEPT STAFF RATE BASE ADJUSTMENT 3 TO
INCREASE ACCUMULATED DEPRECIATION BY $107,315 TO REFLECT
ADDITIONS, RETIREMENTS, AND DEPRECIATION EXPENSE SINCE
PARADISE VALLEY’S LAST RATE CASE?

Yes. The Company worked with Staff informally to resolve this issue prior to the filing
of Staff’s testimony and as a result, this issue is settled. The Company’s acceptance of
this adjustment is reflected in Company Rate Base Adjustment AAW-4, shown on
Schedule JMR-EB3, page 1, column F.

Staff Rate Base Adjustment 4: Deferred Maintenance

DOES THE COMPANY ACCEPT STAFF RATE BASE ADJUSTMENT 4, TO
REDUCE WORKING CAPITAL BY $90,286, THE BALANCE OF DEFERRED
MAINTENACE?
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No. The Company does not accept Staff Rate Base Adjustment 4 because we cannot

accept the basis for the adjustment as set forth by the Staff witness as follows:

The USOA only permits painting costs to be capitalized if it is
“Painting, first cost.” The second and subsequent painting,
whether “costly” or not should be expensed, not deferred.

Staff cites the USOA, account 304 — Structures and Improvements, as the basis for their
adjustment. The Company does not dispute that the USOA prohibits the capitalization
and depreciation of such subsequent tank painting costs. However, we have not
“capitalized” tank painting to account 304, as the Staff testimony suggests. Rather, the
Company has appropriately recorded the cost of tank painting to account 186 —
Miscellaneous Deferred Debits, which according to the USOA, allows for the inclusion

of unusual or extraordinary expenses. I am aware of no provision of account 186 that

prohibits the recording of tank painting, whether first painting or subsequent.

IS IT APPROPRIATE FOR THE COMPANY TO RECEIVE RATE BASE
TREATMENT OF THIS DEFERRED DEBIT?

Yes. The general theory held by commissions is that if the deferred cost benefits the
customer and not the stockholder, then that cost should be funded by the customer and
included in rate base. Arizona-American’s shareholder is funding the entire amount of

numerous other deferrals. We only ask for fair regulatory treatment in this case.

IS DEFERRED MAINTENANCE CURRENTLY IN RATE BASE?

K Dorf direct, p. 6 at 4 - 7.
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A.

My research indicates that it is. In Paradise Valley’s last rate case the Company included
$272,439 of deferred programmed maintenance in its application and the Commission
ultimately included $254,701 of deferred debits in rate base. Exhibit IMR-RB3 is a
workpaper and rate base detail from that case. If the Commission did not include this

deferred debit in rate base, then I stand to be corrected.

Staff Rate Base Adjustment 5: Working Cash

DOES THE COMPANY ACCEPT STAFF RATE BASE ADJUSTMENT S TO
ELIMINATE THE COMPANY’S PROPOSED $168,133 WORKING CASH
ALLOWANCE?

No. The Company does not accept this adjustment.

WHY DID STAFF ELIMINATE THE COMPANY’S PROPOSED WORKING
CASH REQUIREMENT?

As explained by Staff witness Dorf on page 6, lines 11 — 21 of his direct testimony, Staff
has typically found that most “sophisticated” utilities will have a negative working cash
requirement. The witness goes on to state that the Company erroneously calculated
property taxes to have a positive effect on its working cash requirement. For these

reasons Staff eliminates the Company’s proposed working cash requirement,

HOW DOES THE COMPANY RESPOND?
We do not agree that most sophisticated utilities necessarily have a negative rather than a
positive working cash requirement, assuming a proper lead/lag study. As regards the

Staff witness’ testimony regarding the effect of property taxes; I must assume this is a
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1 misstatement, as property taxes indeed have a negative effect on the working cash
2 requirement in the Company’s lead/lag study.
3
4 Q. DOES THE COMPANY’S ORIGINAL LEAD/LAG STUDY CONTAIN ERRORS?
5 IA. Yes. The Company’s original lead/lag study contains errors in that certain expenses do
6 not match the adjusted amounts shown on Schedule C-1 of the Company’s application,
7 and other expenses were overlooked.
8
9 |Q. DID THE COMPANY PREPARE A CORRECTED LEAD/LAG STUDY?
10 jA Yes, that study is attached hereto as Exhibit JMR-RB4. In preparing the corrected
11 lead/lag study, the Company adjusted expenses to reflect adjusted test year expenses,
12 added expenses not included in the original study, and accepted certain adjustments to the
13 | original study proposed by RUCO. The Company’s revised working cash requirement is
14 $115,182. Company Rate Base Adjustment AAW-5, shown on Schedule JMR-RB3,
15 page 1, column H, adjusts working cash to reflect the Company’s updated lead/lag study.
16 I discuss the Company’s corrected lead/lag study in more detail when I respond to the
17 | testimony of RUCO witness Coley.
18
19 |Q. DOES THIS CONCLUDE YOUR RESPONSE TO THE DIRECT TESTIMONY
20 | OF STAFF WITNESS DORF?
21 {A Yes, it does.
22
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B. Response to the Direct Testimony of RUCO Witness Coley

RUCO Rate Base Adjustment 1: Plant Held for Future Use
DOES THE COMPANY ACCEPT RUCO RATE BASE ADJUSTMENT 1 TO
EXCLUDE FROM RATE BASE PLANT HELD FOR FUTURE USE?

No. The Company does not accept this adjustment for the same reasons we do not accept

Staff Rate Base Adjustment 1. RUCO’s adjustment lacks recognition of the significant
benefit of maintaining Paradise Valley’s plant held for future use for the very customers

RUCO is charged with protecting.

RUCO Rate Base Adjustment. 2: Gain on Sale of Land

DOES THE COMPANY ACCEPT RUCO RATE BASE ADJUSTMENT 2, TO
REDUCE RATE BASE BY 50 PERCENT OF THE COMPANY’S PRE-TAX GAIN
ON THE SALE OF LAND?

No. RUCO Rate Base Adjustment 2 is accompanied by an income statement adjustment
proposed by RUCO witness Moore (RUCO Income Statement Adjustment No. 8) to
reduce depreciation expense by one-fifth of one-half of the pre-tax gain on the sale of
land. According to RUCO witness Coley, the adjustment is necessary to correct the
Company’s proposed method of sharing the gain which “would result in double taxation”
(Coley direct, p. 7 at 18 — 22), while witness More explains that the adjustment is
necessary to compensate customers for “the time value of their portion of the gain”

(Moore direct, p. 20 at 11 — 18.) I address both of RUCQ’s adjustments here.

WHY DOES THE COMPANY NOT ACCEPT RUCO RATE BASE
ADJUSTMENT 2 AND RUCO INCOME STATEMENT ADJUSTMENT 8?
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A.

The Company will not accept these adjustments for multiple reasons, the most apparent
of which is that we already propose to share this gain with our customers. As explained
by Company witness David Stephenson on pages 35 — 37 of his direct testimony,
Arizona-American Water already proposes to give 50 percent of the affer-tax gain on the
sale of this property to customers as a monthly fixed cost sur-credit based on meter size
over five years. RUCO’s proposal to reduce rate base by half of the pre-tax gain and
reduce depreciation expense by one-fifth of that amount ignores the fact that the
Company has already incurred the taxes associated with the portion of the gain we wish
to give to customers and complicates Paradise Valley’s cost of service. For additional
reasons, we believe our existing proposal to give 50 percent of the affer-tax gain to

customers in the form of a sur-credit is more than fair.

WHAT ARE THOSE REASONS?

As already explained by Mr. Stephenson (Stephenson direct, p. 37 at 3 — 6), the subject
land was in rate base over an extended period of time at a very small value -
approximately $14,000. Earnings on the land were probably close to only $2,000
annually. The Company’s proposal to give approximately $48,000 annually to customers
over the next five years is more than fair when considering that the Company’s investors,
and not its customers, provided the original capital related to this investment and
therefore bore all of the related risk. The Commission should accept the Company’s
current proposal to share 50 percent of the after tax gain on the sale of this land with its

customers and resist any attempt to extract additional amounts related to taxes and

interest.
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WHAT DOES RUCO RECOMMEND WITH RESPECT TO THE COMPANY’S
EXISTING PROPOSAL TO GIVE 50 PERCENT OF THE GAIN TO
CUSTOMERS?

RUCO makes no recommendation. Therefore, it is unclear whether RUCO intends their
adjustment to be in lieu of, or in addition to, the Company’s existing proposal. The latter
of which would effectively require the Company to give 100 percent of the gain to

customers.

WAS THE COMPANY’S PORTION OF THE GAIN RETAINED AS EQUITY?
Yes. This gain was retained as equity within the Company. In fact, Arizona-American
Water has not paid a dividend since 2003 and will not pay one in 2006. Company
witness Mr. Broderick provides a comprehensive discussion of Arizona-American
Water’s current financial condition and the goal, which Staff shares, of improving our

equity ratio.

RUCO Rate Base Adjustment 3: Capitalized Expenses

DOES THE COMPANY ACCEPT RUCO RATE BASE ADJUSTMENT 3 TO
INCREASE RATE BASE BY $10,495 TO REFLECT THE CAPITALIZATION OF
CERTAIN EXPENSES?

Yes. This adjustment is accompanied by RUCO Income Statement Adjustment 13
sponsored by RUCO witness Moore, which the Company also accepts. The Company’s
acceptance of this adjustment is reflected in Company Rate Base Adjustment AAW-6,
shown on Schedule JIMR-RB3, page 2, column K.
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1 RUCQO Rate Base Adjustment. 4: Working Capital
2 Q. DOES THE COMPANY ACCEPT RUCO RATE BASE ADJUSTMENT 4 TO
3 DECREASE WORKING CAPITAL BY $231,827?
4 [A. The Company accepts portions of this adjustment and some, but not all, of the amounts.
5 We cannot accept the total amount of this adjustment, in part, because the witness’
6 testimony and schedules do not reconcile with his electronic workpapers. The
7 Company’s position on the individual components of RUCO’s adjustment is summarized
8 below:
9
10 a. Reconcile lead/lag study expenses with adjusted expenses shown on Schedule C-1 of |
} 1 the Company’s application: The Company agrees with this adjustment.
‘)12 b. Increase working capital by $7,774 to reflect the authorized amortization of the
13 Mummy Mountain acquisition adjustment: The Company agrees with this adjustment.
14 c. Include interest expense in the lead/lag study: The Company will accept this
15 adjustment given a corresponding adjustment to include all capital costs, including the
16 cost of equity.
17 d. Restate Paradise Valley’s revenue lag to 38.3 days: The Company accepts this
18 number, although we do not necessarily agree with RUCO’s calculation.
19 e. Restate property tax lag days to reflect the date before the taxes become delinquent as
20 opposed to when the payment was actually made: The Company does not accept this
21 adjustment.
22
23 |Q. DOES THE COMPANY ACCEPT RUCO’S ADJUSTMENT TO INCLUDE
24 INTEREST EXPENSE IN ITS LEAD/LAG STUDY?
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Yes. However, if the cost associated with the debt component of the return is included,
then a corresponding adjustment to include the cost associated with the equity component
should be made as well. The equity portion of the cost of capital should be recognized in

the lead/lag study with a full revenue lag and a zero payment lead.

WHY MUST YOU ALSO CONSIDER THE COST ASSOCIATED WITH EQUITY
IF YOU INCLUDE THE COST ASSOCIATED WITH DEBT IN A LEAD/LAG
STUDY?

To be consistent, if you include one element of the return you should include them all.
The cost associated with equity is as much a cost of providing service as the cost
associated with debt, and the Company should be compensated for its implicit additional

investment related to the 38.3 days it must wait to be compensated for this cost.

DOES THE COMPANY AGREE WITH RUCO’S ADJUSTMENT TO RESTATE
PROPERTY TAX LAG DAYS TO REFLECT THE DATE BEFORE THE TAXES

'~ BECOME DELINQUENT INSTEAD OF WHEN THE PAYMENT WAS

ACTUALLY MADE?

No. The lead/lag methodology requires an examination of the net lag days between the
time lag between services rendered and the receipt of revenues for such services, and the
time lag between the recording of costs and the payment of such costs.> The Company’s
lead/lag study does this. In the context of a lead/lag study, the date on which Arizona-

American Water pays property taxes is no more inappropriate than the dates on which it

? See Hahne, Robert L., & Gregory E. Aliff. Accounting for Public Utilities. 2002. p. 5-10.
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o

pays its employees. The Company’s calculation of 177.5 property tax lag days is

lead/lag study to reflect operating expenses originally not included, and a more precise

calculation of certain expense lag days. They are:

2 reasonable and we ask that the Commission adopt it.

3

4 1Q. PLEASE DISCUSS THE REMAINING CHANGES MADE TO THE COMPANY’S
5 | LEAD/LAG STUDY.

6 | A. In addition to the changes described thus far, the Company made additional changes to its
7

8

9

[
o)

a. The amount of Service Company/Management Fees was inadvertently left out of the

N I

Company’s original study, although negative 15.0 lag days was reported. The

Company included management fees in its corrected lead/lag study and re-calculated
13 lag days to be negative 3.88.
14 b. The Company re-calculated lag days for Group Insurance to be negativé 4.64 rather
15 than negative 6.5 originally reported.
16 - ¢. The Company calculated Pension lag days to be 45 rather than zero originally
17 reported.
18 d. The Company included Insurance other than Group on a separate line and calculated
19 lag days to be 45.
20 e. The Company re-calculated the number of lag days for Rent to be negative 10.68
21 rather than the original negative 8.5.
22 d. Depreciation expense was included with zero lag days.

N
(V%)
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Q.

WHY DID THE COMPANY INCLUDE DEPRECIATION EXPENSE WITH
ZERO LAG DAYS?

The company included depreciation expense in its corrected lead/lag study to properly
recognize that as it stands currently, the balance of accumulated depreciation will be
under-funded by 38.3 days worth of depreciation expense. Absent an adjustment to
reduce accumulated depreciation to account for this lag, depreciation expense must be

included in the lead/lag study with a zero payment lag.

WHAT AMOUNT OF WORKING CASH IS THE COMPANY PROPOSING?
The Company proposes working cash in the amount of $115,182 based on its corrected
lead/lag study. The Company’s acceptance of RUCO’s adjustment to reflect the correct
amortization of the Mummy Mountain acquisition adjustment is reflected in Company
Rate Base Adjustment AAW-7, shown on Schedule JMR-RB3, page 2, column L. As
mentioned previously, the Company’s revised working cash requirement is reflected in
Company Rate Base. Adjustment AAW-5 shown on Schedule JMR-RB3, page 1, column
H.

DOES THIS CONCLUDE YOUR RESPONSE TO THE DIRECT TESTIMONY
OF RUCO WITNESS COLEY?

Yes, it does.
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1 C. Other Rate Base Issues
2 Additional Public Safety Plant added to Date
3 Q. HAS ARIZONA-AMERICAN WATER MADE ADDITIONAL PUBLIC
4 SAFETY/FIRE FLOW PLANT IMPROVEMENTS OTHER THAN THE
5 JACKRABBIT/INVERGORDON AND MCDONALD MAIN PROJECTS SINCE
6 THE END OF THE TEST YEAR? »
7 QA Yes. In addition to the Jackrabbit/Invergordon and McDonald main projects placed into
8 service in October 2005, Arizona-American Water has completed $420,755 in public
9 safety/fire flow improvements along Nauni Valley Drive in Paradise Valley. Company
10 witness Joseph Gross discusses this project further in his rebuttal testimony. '
11
132 Q. IS THE COMPANY PROPOSING TO INCLUDE THE NAUNI VALLEY DRIVE
13 IMPROVEMENTS IN RATE BASE AT THIS TIME?
14 JA Yes. Inlight of Staff Rate Base Adjustment 2, and more precisely Staff witness Dorf’s
15 recommendation that the public safety/fire flow improvement costs incurred to date be
16 included in rate base, the Company proposes to include this additional project in rate base
17 at this time. This project is reflected in Company Rate Base Adjustment AAW-3 shown
18 on Schedule JMR-RB3, page 1, column E, and all supporting documentation related to
19 the Nauni Valley Drive project is attached hereto as Exhibit JMR-RBS5.
20
21 Public Safety/Fire Flow Accounting Order Deferral
2 Q IS THE COMPANY PROPOSING AN ADDITIONAL RATE BASE
23 ADJUSTMENT?
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1 JA. Yes. In Decision No. 68303, dated November 14, 2005 (attached'hereto as Exhibit JIMR-
2 | RB6) the Commission authorized the deferral of depreciation expense and the accrual of
3 post-in-service AFUDC related to public safety/fire flow improvement projects placed
4 into service in Paradise Valley. According to Finding of Fact 9, “a determination
5 regarding the recovery of the deferral will be made in the Company’s instant rate case or
6 the Company’s future rate cases for the Paradise Valley water district.”
7
8 As mentioned previously, the Company is very appreciative of Staff’s recognition of the
9 Jackrabbit/Invergordon and McDonald main projects as post-test year plant additions.
10 However, while Staff’s recommendation will allow the Company to recover its return and
11 depreciation on these projects sooner rather than later, the effect will be a loss of return
12 and depreciation incurred prior to the setting of new rates. The Company will, in effect,
13 be made less than whole — a result contrary to what the Company believes was the spirit
14 and purpose of the November 2005 accounting order. Therefore, we respectfully request
15 that the Commission include in rate base deferred depreciation expense and accrued post-
16 in-service AFUDC related to the public safety/fire flow improvement projects included as
17 post-test year plant additions in this case.
18 |
19 §Q. WHAT AMOUNT OF DEFERRED DEPRECIATION EXPENSE AND ACCRUED -
20 POST-IN-SERVICE AFUDC IS THE COMPANY PROPOSING TO INCLUDE.
21 A. The total amount related to the Jackrabbit/Invergordon, McDonald, and Nauni Valley
22 | Drive main projects will be $168,590 at the time new rates are expected to go into effect
23 in this case. This amount includes deferred depreciation and accrued post-in-service
AFUDC from October 2005 to July 2006 for the Jackrabbit/Invergordon and McDonald

Sy
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main projects, and from February 2006 10 July 2006 for the Nauni Valley drive

o

2 improvements. These additions are reflected in Company Rate Base Adjustment AAW-8
3 shown on Schedule JIMR-RB3, page 2, column M.
4 |
5 Q. IS THE COMPANY PROPOSING A COUNTERVAILING ADJUSTMENT TO
6 ACCUMULATED DEPRECIATION?
7 A. Yes. The total amount of deferred depreciation expense the Company proposes to
8 recover is $56,481. The Company will accept an adjustment to increase accumulated
9 depreciation by this amount. This adjustment is reflected in Company Rate Base
10 Adjustment AAW-9 shown on Schedule JMR-RB3, page 2, column N.
11
12 IV. INCOME STATEMENT
13 A. Response to the Direct Testimony of Staff Witness Igwe
14 Staff Income Statement Adjustment 1: Purchased Water Expense
15 Q. DOES THE COMPANY ACCEPT STAFF INCOME STATEMENT
16 | ADJUSTMENT 1 TO REDUCE OPERATIONS EXPENSE BY $38,660 RELATED
17 TO PURCHASED WATER?
18 JA. Yes. The Company agrees with Staff’s testimony regarding purchased water expense and
19 will accept this adjustment. The Company’s acceptance of this adjustment is reflected in
20 Company Income Statement Adjustment AAW-1 shown on Schedule JMR-RBS, page 1,
21 column B.

[\
N
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Staff Income Statement Adjustment 2: Purchased Power Expense

Q. DOES THE COMPANY ACCEPT STAFF INCOME STATEMENT
ADJUSTMENT 2, TO REDUCE PURCHASED POWER EXPENSE BY $15,381
RELATED TO WHAT THE STAFF WITNESS DESCRIBES AS AN ESTIMATE
OF FUTURE COSTS?

A. No. The Company does not accept this adjustment. As explained by Company witness
David Weber in his rebuttal testimony, the Company’s adjusted test year purchased
power expense is consistent with twelve monthly invoices for purchased power. These

costs were actually incurred, not estimated.

Staff Income Statement Adjustment 3: Contractual Services

Q. DOES THE COMPANY ACCEPT STAFF INCOME STATEMENT
ADJUSTMENT 3 TO REDUCE OPERATIONS EXPENSE BY $32,389 RELATED
TO A CONTRACT EMPLOYEE WHO BECAME A COMPANY EMPLOYEE?

A. Yes. As Company witness Mr. Weber discusses in his rebuttal testimony, the Company
accepts this adjustment. RUCO witness Moore proposes this same adjustment as a
component of RUCO Income Statement Adjustment 8, and the Company will accept it as
well. The Company’s acceptance of this adjustment is reflected in Company Income

Statement Adjustment AAW-2 shown on Schedule JMR-RBS, page 1, column D.

Staff Income Statement Adjustment 4: Materials & Supplies Inventory
Q. DOES THE COMPANY ACCEPT STAFF INCOME STATEMENT
ADJUSTMENT 4 TO REDUCE OPERATIONS EXPENSE BY $11,184 RELATED

TO THE WRITE-OFF OF MATERIALS & SUPPLIES?




o

W 0 9 & o s WwWoN

£ (O} N — o O 0 NN N ¥,] E>Y (98] N — o

| DOCKET NO. W-01303A-05-0405

Arizona-American Water Company
Rebuttal Testimony of Joel M. Reiker
Page 24 of 48

A.

Yes. The Company agrees with Staff’s testimony regarding the write-off of materials &
supplies and will accept this adjustment. RUCO makes this same adjustment (RUCO
Income Statement Adjustment 6) and the Company will accept it as well. The
Company’s acceptance of this adjustment is reflected in Company Income Statement

Adjustment AAW-3 shown on Schedule JMR-RBS, page 1, column E.

Staff Income Statement Adjustment 5: Rate Case Expense

DOES THE COMPANY ACCEPT STAFF INCOME STATEMENT
ADJUSTEMNT 5 TO REDUCE RATE CASE EXPENSE BY $24,714 RELATED
TO ITS ESTIMATE OF TOTAL RATE CASE EXPENSE?

No. Company witness Thomas Broderick addresses rate case expense in his rebuttal
testimony. Mr. Broderick estimates rate case expense to be $301,832, or $100,611
annually. This represents a $6,331 increase over the Company’s original estimate, and is
reflected in Company Income Statement Adjustment AAW-4 shown on Schedule JMR-

RBS5, page 1, column F.

Staff Income Statement Adjustment 6: Allocated Corporate Miscellaneous Expenses
DOES THE COMPANY ACCEPT STAFF INCOME STATEMENT
ADJUSTMENT 6 TO REDUCE OPERATING EXPENSES BY $145,648, THE
ENTIRE AMOUNT OF ALLOCATED CORPORATE MISCELLANEOUS
EXPENSES?

No. The Company cannot accept this adjustment because the account in question

contains utility operating expenses that Arizona-American Water cannot afford to incur

without recovery.
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1
2 |Q. WHY DID STAFF REMOVE ALL CHARGES IN THIS ACCOUNT?
3 jA. According to the Staff witness, in reviewing the Company’s responses to RUCO data
4 | requests, Staff noted that the Company “made no attempt to segregate miscellaneous
5 corporate expenses from miscellaneous direct expenses that should have been allocated to
6 specific operating districts.”® Staff states:
7
8 ...this account is not just corporate miscellaneous expenses but
9 also includes a myriad of other miscellaneous expenses that should
10 have been charged directly to its various operating districts.*
11
12 Staff witness Igwe testifies that the Company did not provide enough information to
13 enable Staff to make any adjustments or otherwise correct the account. For this reason,
14 Staff removed all charges.
15
16 Q. HOW DOES THE COMPANY RESPOND TO STAFF’S CLAIM THAT THE
17 RUCO DATA RESPONSES DID NOT CONTAIN ENOUGH INFORMATION TO
18 ENABLE IT TO MAKE ANY ADJUSTMENTS OR OTHERWISE CORRECT
19 THE ACCOUNT?
20 jA The Company doesn’t doubt Staff’s claim, and adds that they probably wouldn’t have
21 had enough time to make adjustments given the time frame in which this issue arose. For
22 this reason, the Company understands the reason for Staff’s adjustment. However, that is
23 not to say that the Commission should eliminate an entire account composed of
24 § legitimate utility operating expenses. We hope that after an explanation of the
* Igwe direct, p. 12 at 14 — 16.
* Igwe direct, p. 13 at 13 — 18.
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Company’s allocation methodology and a clarification of which of these charges were,
and were not, actually charged to corporate accounts, Staff will change its position on this

issue.

DID RUCO ADJUST THIS ACCOUNT?

Yes. RUCO reduced allocated corporate miscellaneous expenses by $19,437 (RUCO
Income Statement Adjustment 12) and the Company accepts $3,446 of RUCO’s
reduction. The basis for RUCO’s adjustment is validity, whereas the basis for Staff’s
adjustment is allocation. I address RUCO’s adjustment further when I respond to the

direct testimony of RUCO witness Moore.

HOW ARE COSTS ALLOCATED AT ARIZONA-AMERICAN WATER?
Consistent with NARUC Guidelines, all costs incurred by Arizona-American Water are
allocated to the maximum extent practicable on a direct basis. This means that all costs
such as labor, purchaséd water, purchased power, chemicals, and miscellaneous expenses
incurred by each of the Company’s twelve regulated operating districts are charged
directly to those districts to the maximum extent reasonably possible. Expenses related to
public relations, employment advertising, environmental compliance, and employee
certifications and awards, are incurred at the corporate level. Costs incurred at the
divisional corporate level are assumed to benefit all operating districts in that division
and costs incurred at the statewide corporate level are assumed to benefit all Arizona-
American Water operating districts. For ratemaking purposes, these costs must be

allocated to each district using the Company’s four-factor allocation methodology.
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Q.

AT WHAT LEVEL WERE THE COSTS INCLUDED IN STAFF’S
ADJUSTMENT INCURRED?

The subject costs were incurred at the Central Division Corporate district and Arizona
Corporate levels. In the test year, the Central Division Corporate district office located in
Sun City incurred $538,251 in miscellaneous expenses and the Arizona-American Water
corporate office located in Phoenix incurred $1,271,773 in miscellaneous expenses. Of
this amount, the Company removed $16,328 related to employees who transferred to the
Service Company during the test year, to arrive at an adjusted total figure of $1,793,696
($1,810,024 - $16,328). This amount was then allocated to Paradise Valley using its
four-factor allocation of 8.12 percent to arrive at adjusted test year allocated corporate

miscellaneous expenses in the amount of $145,648, which Staff then removed.

DID STAFF IDENTIFY THE COSTS IT BELIEVES SHOULD HAVE BEEN
CHARGED DIRECTLY TO THE VARIOUS OPERATING DISTRICTS
RATHER THAN THE CENTRAL AND ARIZONA CORPORATE DIVISIONS?
According to their response to Company data request AAW 2.1, Staff reviewed the items
provided to RUCO and identified which of those subject expenses should have been
directly allocated to the operating districts. In certain cases Staff provided other reasons
it believes the expense should be disallowed. Ihave attached Staff’s response to AAW

2.1 hereto as Exhibit IMR-RB7.

REALIZING THAT STAFF DID NOT REVIEW ALL EXPENSES INCLUDED IN
THE ACCOUNT, CAN YOU ADDRESS THE ONES THEY DID REVIEW AND
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RESPOND TO THEIR CLAIM THAT THEY WERE INCORRECTLY
CHARGED TO A CORPORATE BUSINESS UNIT?
A. Yes. Virtually all of the miscellaneous plant items listed by Staff in Exhibit JMR-RB7

were, in fact, correctly charged to the appropriate operating district. Such charges

include the following items listed by Staff:

Table 3
Operating District
Description of Charge item was Charged to
“~Interstate Battery (Northwest Reclam,) - $84.01 Northwest Valley WTF
NInterstate Battery (Northwest Reclam.) - $106.26 Northwest Valley WTF
"N4P Steel (shade for lift station) - $396.00 Sun City Wastewater
Steven Diaz Lawn Maint. - $150.00 Agua Fria Water
—Steven Diaz Lawn Maint. - $300.00 Agua Fria Water
<Steven Diaz Lawn Maint. - $850.00 Agua Fria Water
=Steven Diaz Lawn Maint. - $300.00 Agua Fria Water
~=Steven Diaz Lawn Maint. - $200.00 O&M Contract
~Steven Diaz Lawn Maint. - $250.00 Agua Fria Water
~Steven Diaz Lawn Maint. - $300.00 Agua Fria Water
~Steven Diaz Lawn Maint. - $250.00 Agua Fria Water
>Steven Diaz Lawn Maint. (Sun City Blvd. main break) -
~$701.50 Sun City Water
~Ace Hardware (plant supplies) - $30.06 Anthem Wastewater
~Ace Hardware (plant supplies) - $29.30 Anthem Wastewater
—Ace Hardware (saw blades) - $29.32 Anthem Wastewater
-Ace Hardware (misc. repair parts) - $12.29 Anthem Wastewater
~Ace Hardware (misc. repair parts) - $8.48 Anthem Wastewater
Southwest Rubber (hoses for sludge truck) - $541.40 Northwest Valley WTF
“~Fry’s Food & Drug (Sun City fire flow mtg.) - $5.67 Sun City Water
~Chick-fil-A (Sun City fire flow mtg.) - $4.00 Sun City Water

~Safeway Stores (Sun City fire flow mtg.) - $12.22 Sun City Water
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IF THE CHARGES LISTED IN THE ABOVE TABLE WERE ACTUALLY
CHARGED TO THE APPROPRIATE OPERATING DISTRICTS, HOW DO YOU
EXPLAIN STAFF’S POSITION?

The plant items and expenses listed in the above table were purchased using Company
issued employee purchasing cards (“P-cards™). To reduce the time and labor necessary to
respond to RUCO’s data request (which was very lengthy) the Company provided the
weekly P-card statements that contained the particular charge RUCO was questioning.
However, those P-card statements show all purchases that were made in a particular
week, not just those charged to a corporate business unit. A cursory review of the
invoices attached to the P-card statements provided in response to the RUCO data request
would very likely lead one to believe that expenses benefiting individual operating
districts were charged to the corporate office. However, 2/1 more detailed examination of
the P-card statement reveals the exact Arizona-American Water business unit and
account to which each item was charged. Given the short time Staff had to review this
information before filing testimony and the personnel changes mentioned by Staff

witness Carlson on page 1 of his direct testimony, Staff’s conclusions are understandable.

ACCORDING TO EXHIBIT JMR-RB7, THE COMPANY CHARGED TO THE
CENTRAL DIVISION CORPORATE DISTRICT $90 IN GIFT CERTIFICATES
FOR ANTHEM AND SUN CITY “EMPLOYEES OF THE QUARTER”. PLEASE
EXPLAIN WHY THIS IS APPROPRIATE.

This is appropriate because the Anthem and Sun City “employees of the quarter” were
quite possibly, and very likely, also employees of Paradise Valley and Agua Fria. The

only way to charge these expenses directly to the appropriate operating districts would be




—

IDOCKET NO. W-01303A-05-0405
Arizona-American Water Company
Rebuttal Testimony of Joel M. Reiker
Page 30 of 48
1 via a journal entry based on the percent of time the employee charged to each district
2 (including the corporate districts) during that quarter. These types of allocations would
3 most certainly over-complicate the accounting process and burden the Company’s
4 accounting department to the point where some of the cost benefits of being a multi-
5 L district water utility would be diminished.
6
7 Despite that fact that the Company believes these expenses were properly allocated, we
8 are no longer seeking to recover them in rates. RUCO has eliminated these charges in
9 RUCO Income Statement Adjustment 12, and the Company accepts this component of
10 RUCO’s adjustment.
11
1/’2 1Q. EXHIBIT JMR-RB7 ALSO CONTAINS CHARGES RELATED TO
13 | CHARITABLE CONTRIBUTIONS IN A NUMBER OF THE COMPANY’S
14 OPERATING DISTRICTS AS WELL AS VARIOUS DUES TO CHAMBERS OF
15 COMMERCE AND OTHER ORGANIZATIONS. ARE THESE CHARGES
16 APPROPRIATE?
17 A. These specific charges are appropriately allocated but not appropriate for recovery. As I
18 mentioned previously, the Company charges all public relations expenses to the corporate
19 business unit. This is appropriate because, arguably, regardless of where a public
20 relations dollar is spent, it benefits the Company as a whole. However, this is not as
21 much an issue of proper allocation, as it is appropriateness. The Company should not
22 have sought recovery of these charges in its original application. RUCO has removed
23 these charges and the Company will accept this portion of RUCO’s adjustment.

)
-




o 0 N3 R WN e

N N — et Vb ok — (S — — e e —
-0 O R ~N N W W N = O
__

N
N

N
w

24 u

DOCKET NO. W-01303A-05-0405
Arizona-American Water Company
Rebuttal Testimony of Joel M. Reiker
Page 31 of 48

Q.

DOES STAFF TAKE ISSUE WITH CHARGES FOR ENVIRONMENTAL FEES
AND COMPLIANCE?

Yes. As noted on Exhibit IMR-RB7, Staff takes issue with charges for federally
mandated Small System Consumer Confidence Reports and a $700 Maricopa County
operating permit that should have been charged to the Sabrosa Water system. RUCO has
removed both of these charges and the Company will accept this portion of RUCO’s

adjustment.

DOES THE COMPANY CHARGE EXPENSES RELATED TO EMPLOYEE
TRAINING AND CERTIFICATION TO THE CORPORATE BUSINESS UNIT?
Yes. Expenses related to employee training and certifications are charged to the
corporate business unit for the same reasons discussed above with regard to awards for
employees of the quarter. As a result, employee training and certifications related to

water and wastewater would be allocated to all operating districts for regulatory

purposes.

WHAT TYPES OF CHARGES DID STAFF NOTE AS INAPPROPRIATE FOR
REASONS OTHER THAN PROPER ALLOCATION?

According to Exhibit JIMR-RB7, Staff believes the following charges are inappropriate
for recovery; legal fees related to the Citizens acquisition, an employment services fee
related to the recruitment of the Company’s engineering manager, and “extensive board
member fees and travel expenses.” All of these charges were eliminated by RUCO in
RUCO Income Statement Adjustment 12. The Company accepts RUCO’s adjustment to

remove the legal fees related to the Citizens acquisition. However, the Company believes
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the remaining charges should be recovered. These will be addressed later in my

testimony and in the testimony of other Company witnesses.

ARE THERE ANY ADDITIONAL CHARGES SHOWN ON EXHIBIT JMR-RB7
WHICH YOU HAVE NOT YET ADDRESSED?

Yes. The remaining charges listed on Exhibit JMR-RB7 include; a $48.00 subscription
to the West Valley View newspaper in Agua Fria, $31.94 for propane to fuel a forklift in
Anthem, and a $176.22 charge for the rental of fencing in Anthem. RUCO has
eliminated the $176.22 charge for fence rental and the Company will accept RUCO’s
adjustment. Of the remainivng two items that were improperly allocated to other operating
districts, $6.49 was allocated to Paradise Valley ($48.00 + $31.94 x 8.12%) and is
therefore included in adjusted test year operating expenses. The Company will accept an

adjustment to reduce operating expenses by $6.49 if Staff proposes such an adjustment.

BASED ON THE PRECEDING DISCUSSION AND RESPONSE TO THE STAFF
TESTIMONY, DOES THE COMPANY BELIEVE STAFF’S ADJUSTMENT IS
REASONABLE AND SHOULD BE ADOPTED?

No. The Company believes its method of allocating costs, as demonstrated in the
preceding testimony, is reasonable and Staff’s adjustment is not necessary. Arizona-
American Water is a large multi-district water utility and is unlike the majority of water
utilities regulated by the Commission. Many functions of the Company are centralized

and resources are shared. Creating an overly detailed or complex cost allocation system

could increase business costs and diminish the benefits that come with being a multi-
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district water utility. As the Company has shown, costs are allocated to the maximum

extent reasonably practicable on a direct basis, consistent with NARUC guidelines.

Staff Income Statement Adjustment 7: Depreciation Expense

Q. DOES THE COMPANY ACCEPT STAFF’S CALCULATION OF
DEPRECIATION EXPENSE? |

A. Yes. The Company accepts Staff’s calculation of depreciation expense, including the

elimination of $32,634 related the amortization of comprehensive planning studies.

Q. STAFF INCLUDED IN DEPRECIATION EXPENSE $6,570 RELATED TO THE
AMORTIZATION OF THE MUMMY MOUNTAIN ACQUISITION
ADJUSTMENT. DOES THE COMPANY STILL PROPOSE THIS AMOUNT?

A. No. Although the Company should recover the Mummy Mountain acquisition
adjustment, the amount should be $5,256 rather than $6,570. This change is a result of
the Company’s acceptance of the portion of RUCO Income Statement Adjustment 8
related to the correct amortization of the Mummy Mountain acquisition adjustment. 1
discuss this issue further when I respond to the direct testimony of RUCO witness Mr.
Moore. The Company’s revised depreciation expense calculation is reflected in
Company Income Statement Adjustment AAW-14 shown on Schedule JMR-RBS, page

3, column V.

Staff Income Statement Adjustment 8: Property Taxes
Q. ARE THE COMPANY AND STAFF IN AGREEMENT ON THE ISSUE OF THE
CALCULATION OF PROPERTY TAXES?
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A.

Yes. The Company and Staff use the same formula to calculate property taxes and are
therefore in agreement on this issue. The Company’s revised property tax calculation is
reflected in Company Income Statement Adjustment AAW-15 shown on Schedule JMR-

RBS, page 3, column W.

Staff Income Statement Adjustment 9: Income Taxes

ARE THE COMPANY AND STAFF IN AGREEMENT ON THE MANNER IN
WHICH INCOME TAXES ARE CALCULATED?

Yes. The Company and Staff are in agreement on this issue. The Company’s revised
income tax calculation is reflected in Compahy Income Statement Adjustment AAW-16

shown on Schedule JMR-RBS, page 3, column X.
DOES THIS CONCLUDE YOUR RESPONSE TO THE DIRECT TESTIMONY
OF STAFF WITNESS IGWE?

Yes, it does.

C. Response to the Direct Testimony of RUCO Witness Moore

RUCO Income Statement Adjustment 1: Reclassification of Office Lease

DOES THE COMPANY ACCEPT RUCO INCOME STATEMENT
ADJUSTMENT 1 TO DECREASE OPERATIONS EXPENSE BY $14,593
RELATED TO THE RECLASSIFICATION OF OFFICE LEASE EXPENSE?

The Company agrees with RUCO’s adjustment but not the amount. The portion of office
lease expense that the RUCO witness testifies was erroneously recorded was actually

recorded to the Central Division Corporate district and then allocated down to Paradise
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Valley. Therefore, only a portion of the $14,593 is included in the Company’s adjusted
test year expenses, and only that portion should be removed. Multiplying the $14,593 by
Paradise Valley’s 4-factor allocation of 8.12 percent yields an actual adjustment of
negative $1,185. This adjustment is reflected in Company Income Statement Adjustment
AAW-5 shown on Schedule JMR-RBS, page 1, column H and all supporting

documentation is attached hereto as Exhibit JMR RB-8.

RUCQ Income Statement Adjustment 2: Normalize Group Insurance

DOES THE COMPANY ACCEPT RUCO INCOME STATEMENT
ADJUSTMENT 2 TO REDUCE GROUP INSURANCE BY $2,972.

Yes. Company witness David Weber addresses RUCO Income Statement Adjustment 2
in his rebuttal testimony. The Company’s acceptance of this adjustment is reflected in
Company Income Statement Adjustment AAW-6 shown on Schedule JMR-RBS, page 1,

column I,

RUCO Income Statement Adjustment 3: OPEB Expense Normalization

DOES THE COMPANY ACCEPT RUCO INCOME STATEMENT
ADJUSTMENT 3 TO REDUCE OPEB EXPENSE BY $2,093 TO REFLECT THE
ACTUAL PERCENTAGE OF EACH EMPLOYEE’S TIME ALLOCATED TO
PARADISE VALLEY DURING THE TEST YEAR?

Yes. Company witness Mr. Weber addresses RUCO Income Statement Adjustment 3 in
this rebuttal testimony. The Company’s acceptance of this adjustment is reflected in
Company Income Statement Adjustment AAW-7 shown on Schedule JMR-RBS, page 1,

column J.
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RUCO Income Statement Adjustment 4: Rate Case Expense
Q. DOES THE COMPANY ACCEPT RUCO INCOME STATEMENT
AbJU STMENT 4 TO REDUCE OPERATIONS EXPENSE BY $79,644 RELATED
TO ITS ESTIMATE OF RATE CASE EXPENSE?
FA. No. Company witness Mr. Broderick addresses rate case expense in this rebuttal
testimony. As previously mentioned, the Company’s revised estimate of rate case
| expense is reflected in Company Income Statement Adjustment AAW-4 shown on

Schedule JMR-RBS, page 1, column F.

RUCO Income Statement Adjustment 5: Pension Expense

Q. DOES THE COMPANY ACCEPT RUCO INCOME STATEMENT

k ADJUSTMENT 5 TO REDUCE PENSION EXPENSE BY $12,037?

A. As explained by Mr. Weber in his rebuttal testimony, the Company accepts RUCO’s

adjustment with the exception of the pension cost associated with the increase in labor

expense proposed by the Company. The Company’s partial acceptance of this
adjustment is reflected in Company Income Statement Adjustment AAW-8 shown on
Schedule JMR-RBS, page 2, column L.

RUCQO Income Statement Adjustment 6: Write-off of Materials and Supplies
Q. DOES THE COMPANY ACCEPT RUCO INCOME STATEMENT
ADJUSTMENT 6 TO REDUCE OPERATIONS EXPENSE BY $11,184 RELATED

TO THE WRITE-OFF OF MATERIALS AND SUPPLIES?
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A. Yes. The Company accepts both RUCO Income Statement Adjustment 6 and Staff
Income Statement Adjustment 4 to reduce operations expense by $11,184 related to the
write-off of materials and supplies. The Company’s acceptance of this adjustment is
reflected in Company Income Statement Adjustment AAW-3 shown on Schedule JMR-

RBS, page 1, column E.

RUCO Income Statement Adjustment 7: Normalized Labor

Q. DOES THE COMPANY ACCEPT RUCO INCOME STATEMENT
ADJUSTMENT 7 TO REDUCE LABOR BY $161,443?

A. As explained by Mr. Weber in his rebuttal testimony, the Company accepts RUCO’s
proposed level of hours for all employees except for those associated with three job
classifications: meter readers, field customer service representatives (CSRs), and plant
operators. The Company’s partial acceptance of this adjustment is reflected in Company

Income Statement Adjustment AAW-9 shown on Schedule JMR-RBS, page 2, column N.

RUCO Income Statement Adjustment 8: Depreciation Expense

Q. DOES THE COMPANY AGREE WITH RUCO’S CALCULATION OF
DEPRECIATION EXPENSE?

A. The Company agrees with RUCO’s method of calculating depreciation expense as well
as its adjustment to reflect the correct amortization of the Mummy Mountain acquisition
adjustment. However, we do not accept RUCO’s proposal to reduce depreciation
expense by one-fifth of one-half of the Company’s pre-tax gain on the sale of land. 1
have explained why the Company does not accept this adjustment and why the

Commission should accept our existing proposal to give 50 percent of the after-tax gain
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on the sale of land to our customers in my response to RUCO witness Coley. As
mentioned previously, the Company’s revised depreciation expense calculation is
reflected in Company Income Statement Adjustment AAW-14 shown on Schedule JMR-

RBS, page 3, column V.

RUCO Income Statement Adjustment 9: Property Taxes

DOES THE COMPANY ACCEPT RUCO INCOME STATEMENT
ADJUSTMENT 9 TO DECREASE PROPERTY TAXES BY $56,844 RELATED
TO WHAT THE WITNESS CLAIMS ARE PROPERTY TAXES RELATED TO
THE MILLER ROAD TREATMENT FACILITY (“MRTF”) AND THEREFORE
RECOVERED FROM MOTOROLA?

No. The Company does not accept this adjustment because the Company’s adjusted test
year property taxes are already implicitly reduced for amounts that would be related the
MRTF. This was accomplished by way of the current methodology used by the
Company, Staff, and the Commission to calculate property taxes for regulatory purposes.
This methodology utilizes adjusted revenues from regulated operations to calculate
property taxes’, therefore excluding any property taxes that may be attributable to the
MRTF. Assuming the actual property taxes that would be attributed to MRTF were
anywhere close to the $56,844 figure used by RUCO, this adjustment is a double-dip.

t* Commission Staff and the Company use adjusted utility revenues to calculate property taxes. RUCO uses
unadjusted revenues, which include non-utility revenues.
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1 Q. WHY DO YOU IMPLY THAT THE $56,844 FIGURE IS NOT
2 REPRESENTATIVE OF THE PROPERTY TAXES THAT WOULD BE
3 ATTRIBUTABLE TO THE MRTF?
4 [JA. Because RUCO’s figure is very likely significantly over-stated. The $56,844 amount was
5 simply what the Company accrued for the MRTF during the test year. RUCO took this
6 amount and subtracted it from the Company’s adjusted test year property taxes (which
7 were already implicitly reduced by the correct amount.) Had RUCO estimated MRTF
8 property taxes using monies received from Motorola and the Commission’s current
9 ‘property tax calculation methodology, their adjustment would be significantly lower than
10 currently proposed — roughly only $14,000. Regardless of the appropriate calculation,
11 the Company will not accept RUCO’s adjustment because it is simply unnecessary.
12
13 Q. HAS THE COMPANY EVER BEEN REIMBURSED BY MOTOROLA FOR
14 PRdPERTY TAXES RELATED TO THE MRTF?
15 JA. No. The Company has never been reimbursed for property taxes by Motorola. The
16 MRTF is included in centrally assessed property whereby property taxes are based on
17 revenues from customers, and not property values. The monies received from Motorola
18 are, arguably, “reimbursement” for operating expenses and not “revenues from
19 customers.” For this reason Motorola has disputed the issue of property taxes related to
20 the MRTF.
21
22 RUCO Income Statement Adjustment 10: Property Taxes
23 DOES THE COMPANY ACCEPT RUCO’S PROPERTY TAX CALCULATION?
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1A No. The Company does not accept this adjustment because the Commission has
repeatedly found RUCO’s property tax calculation to be unreasonable and inappropriate
for ratemaking purposes. Attached hereto as Exhibit JIMR-RB9, I have included excerpts
from recent decisions in which the Commission explains why RUCQO’s adjustment is |

unacceptable.

Q. SHOULD THE COMMISSION ACCEPT THE “EVIDENCE” THAT RUCO’S
PROPERTY TAX CALCULATION IS MORE APPROPRIATE, PRESENTED BY
THE WITNESS ON PAGE 23, LINES 14 - 21 OF HIS TESTIMONY?

A. No. The “evidence” provided by the witness simply does not reflect the information
RUCO was provided. When asked to explain the basis for RUCO’s testimony in

Company data request AAW 5.1, the witness stated:

In response to RUCO Data Request 4.01.b the Company
provided documentation that the 2004 Property Tax
assessment of $56,844.00 for the MRTF was recorded in
the Company’s General Ledger under account code
685200. (emphasis added)

The above statement is inaccurate. RUCO has misinterpreted the Company’s general
ledger as indicating that property taxes of $56,844 were assessed for the MRTF when
that is not the case. The Company’s general ledger clearly indicates that $56,844 was the

amount accrued by the Company.

Q. DOES THE ARIZONA DEPARTMENT OF REVENUE “ASSESS” PROPERTY

TAXES EXPLICITLY FOR THE MRTF?
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No. As I’ve explained in the previous sub-section, the MRTF is included in centrally
assessed property. To my knowledge, RUCO has made no attempt to estimate the
amount of property taxes that would be attributable, or “assessed”, to the MRTF using the

appropriate methodology.

- Had RUCO estimated property taxes using the correct methodology (used by the

Company, Staff, and the Commission) using both regulated revenues from operations and
monies received from Motorola, they would have found that the difference.between their
estimate and the total amount actually assessed for Paradise Valley for 2005 is only
approximately $3,900. In other words, contrary to the witness’ testimony, the evidence

supports the Company’s property tax calculation methodology and not RUCO’s.

RUCO Income Statemént Adjustment 11: Normalize Payroll Taxes

DOES THE COMPANY ACCEPT RUCO INCOME STATEMENT
ADJUSTMENT 11 TO REDUCE PAYROL TAXES BY $17,204?

As explained by Mr: Weber in his rebuttal testimony, the Company accepts RUCO’s
adjustment with exceptions. The Company’s partial acceptance of this adjustment is
reflected in Company Income Statement Adjustment AAW-10 shown on Schedule JMR-

RBS, page 2, column R.

RUCO Income Statement Adjustment 12: Administrative and General Allocated Costs
RUCO INCOME STATEMENT ADJUSTMENT 12 CONSISTS OF THREE SUB-
ADJUSTMENTS. PLEASE SUMMARIZE THOSE ADJUSTMENTS.

The components of RUCO Income Statement Adjustment 12 are:
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a. Reduce Arizona Corporate allocated Management Fees by $62,478.
b. Reduce Central Division Corporate district allocated Miscellaneous Expenses by
$1,204.

c. Reduce Arizona Corporate allocated Miscellaneous Expenses by $18,233.

WHY DID RUCO REDUCE ARIZONA CORPORATE ALLOCATED
MANAGEMENT FEES BY $62,478?

According to the testimony of RUCO witness Moore:

Through discovery and the Company’s response to RUCO Data
Request 9.04, I removed all expenses associated with the Annual
Incentive Plan and the Long-term Incentive Plan.®

IS THE WITNESS’ TESTIMONY AN ACCURATE DEPICTION OF WHAT HE
ACTUALLY DID?

No. A review of his electronic workpapers and information the Company provided to
RUCO indicates that the witness also removed numerous other costs not associated with

the annual incentive plan (“AIP”).

PLEASE PROVIDE A BREAKDOWN OF THE COSTS RUCO ACTUALLY
REMOVED.

See the following table:

¢ Moore direct, p. 26 at 21 —23.
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1 Table 4
American Water Incentive Plan (AIP) $18,517
Performance Pay, Stay Bonus 1,520
Other Reorganization/Downsizing and non-
incentive pay expenses 42,441
Total $62,478
2
3 If the Commission were to accept this portion of RUCO’s adjustment, it should only
4 accept the $20,037 ($18,517 + $1,520) actually related to AIP.
5
6 |Q. IS IT APPROPRIATE FOR ARIZONA-AMERICAN TO RECOVER AIP
7 EXPENSES?
8 [A. Yes. Company witness Paul Townsley thoroughly discusses this issue in his rebuttal
9 testimony.
10
11 Q. DOES THE RUCO TESTIMONY CONCERNING AIP CONTAIN ADDITIONAL
12 INACCURACIES?
13 [A Yes. For example, the witness testifies that:
14
15 “The Company has a bonus award plan, which states no awards are
16 payable unless the Company meets its financial performance target
i’; or if the employee does not meet his/her performance goals.”’
19 As Mr. Townsley explains, the above statement is inaccurate and implies that the
20 Company’s AIP is tied solely to financial performance. The 2004 American Water AIP,
7 See Moore direct, p. 27 at 3 — 5.
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which has been provided to RUCO, clearly states that an employee can earn part of her
award for each component; financial, operational, or individual - independent of the other

components.

HOW DOES THE COMPANY RESPOND TO RUCO’S SUGGESTION THAT IN
THE CONTEXT OF THE AIP, EMPLOYEE PERFORMANCE IS REFLECTED
BY A REDUCTION IN THE EMPLOYEE-TO-CUSTOMER RATIO?

The witness alludes to such a performance gauge on page 27, lines 15 to 20 of his

testimony. He states:

Likewise, the achievement of the employee performance goals
benefits stockholders. If the Company is successful in reducing its
number of employees while maintaining its customer base, the
additional profit will accrue to stockholders between rate cases.

The above statement cannot be based on any information that was provided to RUCO
regarding the American Water AIP. That information clearly states that of the
operational component, 50 percent is weighted toward customer satisfaction, 25 percent
toward environmental measures and goals, and 25 percent toward health and safety

measures and goals. The individual component is based on 5 key performance indicators

(“KPI’s™) agreed by upon by the AIP participant and their supervisor.

To provide the Commission with an accurate description of the Company’s AIP plan, 1
have attached a copy hereto as Exhibit JMR-RB10. RUCO’s testimony on this issue is

misleading to the Commission and the basis provided for their adjustment inaccurate.
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1 For a more complete discussion on this issue, and additional response to RUCO’s
2 testimony, please see the rebuttal testimony of Mr. Townsley.
3
4 Q. WHY DID RUCO REDUCE CENTRAL DIVISION CORPORATE DISTRICT
5 ALLOCATED MISCELLANEOUS EXPENSES BY $1,204?
6 [A. According to the testimony:
7
8 ...I determined there were test-year expenses that were non-
9 recurring, previously disallowed by the ACC, and/or not required
10 for the provisioning of water service, such as, expenses related to
11 payments to Chambers of Commerce, non-profit organizations,
12 donations, club memberships, gives, awards, extravagant corporate
13 events and for various meals, lodging and refreshments.

i 5 §Q. DOES THE COMPANY ACCEPT THIS ADJUSTMENT?

16 JA. The Company will partially accept this adjustment with the exception of those amounts

17 related to; ice used for preserving water samples and hydrating meter readers, grounds
18 keeping at the Sun City office, and security services at the Paradise Valley office. As
19 explained by Company witness Brian Biesemeyer in his rebuttal testimony, these items

- 20 are reasonable operating expenses and should be recovered. As Mr. Biesemeyer
21 explains, amounts allocated to Paradise Valley related to ice, grounds keeping, and
22 security services are $162, $741, and $102, respectively, for a total of $1,005. Therefore,
23 the Company accepts $199 ($1,204 - $1,005) of RUCO’s adjustment. Partial acceptance
24 of this component of RUCO Income Statement Adjustment 12 is reflected in Company
25 Income Statement Adjustment AAW-11 shown on Schedule JMR-RBS, page 2, column

26 S.
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1 jQ. WHY DID RUCO REDUCE ARIZONA CORPORATE ALLOCATED
2 MISCELLANEOUS EXPENSES BY $18,233?
3 [A. RUCO reduced Arizona Corporate Allocated Miscellaneous expenses for the same
4 reasons stated above with respect to Central Division Corporate district allocated
5 1 expenses.
6
7 Q. DOES THE COMPANY ACCEPT THIS ADJUSTMENT?
8 |A. As with the previous component of RUCO Income Statement Adjustment 12, the
9 | Company will partially accept this adjustment with exceptions. Those exceptions include
10 the following items addressed by Mr. Biesemeyer in his rebuttal testimony: $428 related
1 to classified advertising to fill positions in Arizona, $44 related to the maintenance of
i2 plants at the Phoenix office, $83 related to a preliminary study of security renovation at
13 the Sun City office, and $435 related to employee recruitment. Exceptions addressed by
14 Mr. Broderick in his rebuttal testimony include: $2,733 related to the filling of an
15 executive position, $8,536 related to the amortization of the Call Center and Shared
16 Services Center project costs, $1,453 related to the non-lobbying portion of the
17 Company’s National Association of Water Companies (“NAWC”) dues, and $1,274
18 E related to directors fees. In total, and as shown on Schedule JMR-RBS, page 10, the
19 Company takes exception to $14,986 of RUCO’s adjustment. Therefore, we accept
20 ($18,233 - $14,986) $3,247 of RUCO’s adjustment. Partial acceptance of this component
21 of RUCO Income Statement Adjustment 12 is reflected in Company Income Statement
22 Adjustment AAW-12 shown on Schedule JMR-RBS, page 2, column T.
23
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RUCO Income Statement Adjustment 13: Capitalization of Expenses

DOES THE COMPANY ACCEPT RUCO INCOME STATEMENT
ADJUSTMENT 13 TO REDUCE OPERATIONS AND MAINTENANCE
EXPENSES BY $10,495 TO REFLECT THE CAPITALIZATION OF CERTAIN
EXPENSES?

Yes. The Company accepts this adjustment. The Company’s acceptanée of this
adjustment is reflected in Company Income Statement Adjustment AAW-13 shown on

Schedule JMR-RBS5, page 3, column U.

RUCO Income Statement Adjustment 16: Income Taxes

ARE THE COMPANY AND RUCO IN AGREEMENT ON THE MANNER IN
WHICH INCOME TAXES ARE CALCULATED?

Yes. The Company and RUCO are in agreement on this issue. As mentioned previously,
the Company’s updated income tax calculation is reflected in Company Income

Statement Adjustment AAW-16 shown on Schedule JMR-RBS, page 3, column X.

D. Additional Revenue and Expense Adjustments

New Paradise Valley Country Club Contract Rate

IS THE COMPANY PROPOSING ANY REVENUE ADJUSTMENTS AT THIS
TIME?

Yes. As e){plained by Mr. Broderick in his rebuttal testimony, on December 22, 2005,
the company filed with the Commission a new contract with the Paradise Valley Country
Club. Based on the terms of that contract and the assumption that it will be approved, the

Company has included in the test year, additional annual revenue in the amount of
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$8,515. This additional revenue is reflected in Company Income Statement Adjustment

AAW-17 shown on Schedule JMR-RBS, page 3, column Y.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes, it does.




Joel M. Reiker
American Water Works
Relevant Regulatory Experience

Filed testimony and/or Staff report in the following proceedings:

Jurisdiction Company Name(s)

Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona

Arizona
Arizona
Arizona
Arizona

Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona

Ajo Improvement Co. - Electric
Alltel

Anway Manville Water

Arizona Public Service

Arizona Public Service

Arizona Public Service

Arizona Water Company

Arizona Water Company
Arizona-American Water Company
Arizona-American Water Company
Avra Water Co-op

Bella Vista Water

Bella Vista Water

Black Mountain Gas

Black Mountain Gas

Black Mountain Gas/Northern States
Pwr.

BLT, Touch One, MCI

Continental Divide Electric Co-op
Eschelon Telecom

Gateway Technologies/T-NETIX
(COPT)

Gold Canyon Sewer Company
Golden Shores Water

Green Valley Water Co.

GST Net/Time Warner Telecom
Lago Del Oro Water Company
Litchfield Park Service Co.

Midvale Telephone

Mountain Pass Utility

Navopache Electric Co-op

New River Utility

North Mohave Valley Water
Picacho Sewer Co.

Picacho Water

Pine Water Company

Premiere Communications/Telecare
Qwest Communications

Ridgeview Utility

Rio Rico Utilities, Inc.

SBC Telecom

Southwest Gas/Black Mountian Gas
Southwestern Telephone

Sulphur Springs Valley Electric Co-op
Table Top Telephone

Case No.
E-01025A-99-0564
T-03285A-00-0874
W-03233A-99-0360
E-01345A-03-0437
E-01345A-01-0878
E-01345A-02-0125
W-01445A-00-0962
W-01445A-02-0619
WS-01303A-02-0867
W-01303A-01-0983
W-02126A-00-0269
W-02465A-01-0776
W-02465A-99-0466
G-03703A-0283
G-03703A-01-0263

G-03703A-99-0525
T-03394A-00-0881

E-01824A-00-0504
T-03406A-01-0270

T-02979B-99-0459
SW-02519A-00-0638
W-01815A-99-0390
W-02025A-01-0559
T-03943A-00-0782
W-01944E-00-0206
W-01427A-01-0487
T-02532A-00-0512
SW-03841A-01-0166
E-01787A-00-0820
W-01737A-01-0662
W-02259A-99-0295
SW-03709A-01-0165
W-03528A-01-0169
W-03512A-03-0279
T-02668-00-0787
T-01051B-03-0454
W-03861A-01-0167
WS-02676A-03-0434
T-03811A-00-0762
G-01551A-02-0425
T-01072B-00-0379
E-01575A-00-0629
T-02724A-99-0595

Appendix A
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Type of Proceeding
Cost of Capital
Sale of Assets
Financing

Cost of Capital
Financing
Financing

Cost of Capital
Cost of Capital
Cost of Capital
Restructure of Holding Co.
Rate of return

Cost of Capital
Financing

Cost of Capital
Cost of Capital

Restructure of Holding Co.
Merger

Sale of Assets

Financing

Merger

Cost of Capital
Financing
Cost of Capital
Sale of Assets
Financing
Cost of Capital
Cost of Capital
Financing
Financing
Cost of Capital
Financing
Financing
Financing
Cost of Capital
Sale of Assets
Cost of Capital
Financing
Cost of Capital
Waiver
Merger

Cost of Capital
Financing
Cost of Capital
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Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona

Arizona
California
New
Mexico

Teligent

Trico/AEPCO

Tucson Electric Power Company
Tucson Electric Power Company
Tucson Electric Power Company
UniSource Energy Corporation
Water Utility of Greater Buckeye
Winstar Wireless

Yucca Water Co.

Graham Co. Utilities Water

Mount Tipton

Northern States Power/Black
Mountain Gas

Valley Pioneers Water Company

California American Water Company

New Mexico American Water
Company

T-0336A-00-01521
E-01461A-00-0660
E-01933A-00-0550
E-01933A-99-0573
E-01933A-02-0276
E-04230A-03-0933
W-02451A-98-0326
T-03670A-00-0446
W-01937A-99-0260
G-02527-97-0407
W-02105A-01-0557
G-03703A-00-0235

W-02033A-00-0696
A.06-01-005
05-00353-UT

Appendix A
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Merger

Lease

Sale of Assets

Capital Lease Amendment
Financing
Reorganization/Merger
Financing
Encumbrance of Assets
Financing

Financing

Financing

FUCO Certification
Financing

Cost of Capital
Approval of Special
Contract
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"EXHIBIT JMR-RBI1

Decision No. 59079, Dated May 5, 1995
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EXHIBIT JMR-RB2

Supporting documentation related to Company Rate Base
Adjustment AAW-2: Additional amounts related to
Jackrabbit/Invergordon and McDonald main projects
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ARIZONA AMERICAN WATER
PARADISE VALLEY OPERATING DISTRICT
PUBLIC SAFETY SURCHARGE (PSS)

Summary of Public Safety/Fire Flow Task Orders Completed Since Jan. 1, 2005

Project Work Order Account No. Description Amount
Jackrabbit/invergordon Main 50069621 23020003.105150.31 CWIP M&S-Plant 42.60
23020003.105200.31 CWIP Co Labor-Piant 18,982.73
23020003.105250.31 CWIP Labor OH-Plant 10,849.03
23020003.105260.21 CWIP Overhead-Infrastr 12,678.55
23020003.105260.31 CWIP Overhead- Plant 58,854.63
Additional Amounts at Closing: 2,172.50
23020003.105275.21 CWIP Contr Sve-Infrastr 10,575.71 ’
23020003.105275.31 CWIP Contr Svec-Plant 1,666,131.42
Additional Amounts at Closing: 28,855.02
23020003.105280.31 CWIP Retainage-Plant 168,698.05
23020003.105350.31 CWIP AFUDC Debt-Plant 40,143.29
Additional Amounts at Closing: 148.70
23020003.105375.31 CWIP AFUDC Eqty-Plant 74,380.33
Additional Amounts at Closing: 275.50
23020003.105390.31 CWIP Tran PY Chg-Plant (11,221.11)
Total Additional at Closing 31,451.72
Total for Project 2,081,566.95




From Dete/Period

; ) Through Date/Period ¥92/ 17/86
Iten Number 565 Ledger Type . ﬁﬁ—
: Skipto Account | Detsil/Summary (O/S/0)
“ackrabbit/Inver Main-T8D Units/UnitCost(Y/AB} [N
Subledger/Type(*=Alj - [ I
Acct Account Description Incep to bate Year to Date |Month to Date |-
P
1616806§ TD Mains Not Classified| 2,881,566.95 .
Utility Plant in Servi} 2,681,566.95
165156 f CWIP M & S-Plant 42.68
185268} CWIP Co Labor-Plant 18,982.73
185256 CWIP Labor OH-Plant 18,849.83
105268 CWIP Overhead-Infrastr 12,678.55
165268 CWIP Overhead-Plant 51,027.13
185275 CWIP Contr Svc-Infrastr 19,575.71
105275.) CWIP Contr Suc-Plant 1,694,986.44
185260 | CWIP Retainage-Plant 168,696.85
1653591 CWIP AFUDC Debt-Plant 40,291.99
165375 CVIP AFUDC Eqty-Plant 74,655.83
185398} CVIP Yran PY Chg-Plant 11,221.11-
165966 | CWIP Tran UPIS-Plant 2,061,566.95- -




From Dete/Period

{___'____

T, “Through Date/Period {p2/17/086
| Iten Nunber  JESHERR Ledger Type A
* Skip'to Account | 'DetailfSummary(D/S/0) D
ackrabbit/Tnver Main-T8D Units/Unit Cost (Y/A/B) N
v v Subledger/Type(*=All) I ]
b7 fccr Rccount Description Incep to Date | Year to Date [Month to Date
b .
York In Progress
166185 AD UPIS-RccDepr-Infrast 4,059,06- 4,859.66~
Depreciation Reserve 4,059.06- 4,859,606~
686110 Depr Exp-General 4,059.06 4,059.06
4,859,066 4,059.86
Total . . . . ... .. 2,681,566.95
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Wheeler Construction, Inc
1310 N 24th Street
Phoenix, Arizona 85008
Phone 602-254-3179 Fax 602 254-1293

CONDIT!ONAL-WAIVER AND RELEASE ON PROGRESS PAVMENT
{PursuantloARS 33 1008)

Project  Jackrabbit & invergordon Rd Water Main Replacement
JobNo 85143

On receipt by the undersigned of a check from Anzona Amenican Water Company in the sum of
**$81,316 34** payable to Wheeler Construction, Inc and when the check has been properly
endorsed and has been paid by the bank on which it is drawn this document becomes effective to
release any Mechanic's Lien any state or federal statutory bond nght any private bond nght any
clam for payment and any nghts under any sinilar ordinance rule or statue related to clam or
payment nghts for persons in the undersigned’s position that the undersigned has on the job of

~"Anzona Amencan Water Company locatéd at Jackrabbit & Invergordon to the following extent

. This release covers a progress payment for all labor and matenals through 08/31/05 only and does
:pot cover any retention pending modifications and changes or tems furnished after that date

Before any recipient of this document relies on it that person should venfy evidence of payment
to the undersigned

The undersigned warrants that he either has already paid or will use the monies he receves from
this progress payment to promptly pay in full all of his laborers subcontractors matenalmen and
supphers for all work matenals, equipment or services provided for or to the above referenced
project up to the date of this waiver The following invoices and pay applications are included in the
above referenced amount Invoice #18607-12

Date September 2, 2005

WHEELER CONSTRUCTION, INC

oy QuudneS, Pdiltee -

Judy I Eldnlige CFOfTreasurer




ARIZONA AMERICAN WATER
PARADISE VALLEY OPERATING DISTRICT
PUBLIC SAFETY SURCHARGE (PSS)

Summary of Public Safety/Fire Flow Task Orders Completed Since Jan. 1, 2005

Project Work Order Account No. Description

McDonald Main Extension 50076718 23020501.105200.21 CWIP Co Labor-Infrastr
23020501.105250.21 CWIP labor OH-Infrastr
23020501.105260.21 CWIP Overhead-Infrastr

Additional Amounts at Closing:

23020501.105275.21 CWIP Contr Svc-Infrasty

Additional Amounts at Closing:

23020501.105275.31 CWIP Contr Svc-Plant
23020501.105350.21 CWIP AFUDC Debt-Infrastr
23020501.105375.21 CWIP AFUDC Eqty-Infrastr

Total Additional at Closing

Total for Project

Total Additional at Closing (both projects)

Amount

5,500.78
3.947.90
22,020.99
5,103.45
314,155.57
68,609.08
392,041.09
3,471.38
6,432.76

73,712.53

__821,283.00_

105,164.25



g Iten Number

fﬁbnxbﬁtvpbﬁod ' I
Through DatefPeriod f82717706

125101200

: Skip to Account :f__——~_ :
‘cDonald Main Extension-T&D MR -

Ledger Type _ )
‘DetiySummary (O/5/0)
iJ"a'”Wf H(h:sIfYZAQE9' {ﬁ-

- Subledgey/Type(-Al. s I

0] Beet Account Description Incep to Date | Year to Date |Month to Date
P
161868 TD Mains Not Classified 821,283.80 16,147.76
Utility Plant in Servi 821,263.08 16,147.76
165208} CWIP Co Labor-Infrastr 5,508.78
165258) CWIP Labor OH-Infrastr | 3,947,900
185260} CWIP Overhead-Infrastr 27,124.44
165275] CVIP Contr Svc-Infrastr 362,764.65 16,147.76
185275 CWIP Contr Suc-Plant 392,641.69
165350| CVWIP AFUDC Debt-Infrast 3,471.38
165375] CVIP AFUDC Eqty-Infrast 6,432.76
185980} CWIP Tran UPIS-Infrastr 821,283,060~ 16,147.76-
Vork In Progress
108185] AD UPIS-ficcDepr-Infrast 1,661,506~ 1,601.58-
R Depreciation Reserve 1,601.56- 1,601.50-
] EGBBIIG Depr Exp-General 1,681.58 1,601.58




| Tten Nonber  TECSEEEEH
{ SkiptoAccount  § o
cDonald Mein Extension=T8D MR

0
P

ficct

Account Description

From Date/Period I
.. Through DatefPeriod [o2717706 )
Ledger Type = Jr
‘Deteil/Summary (0/5/0) [0
UnspUnit Cost(v/aB) TN ‘
Subledger/Type(*=Al) . [s ]
Incep io Date | Year to bate Honth to Date
1,601.50 1,601.58
821,263.68 16,147.76




/'H!El!l LORSIRVCTION INC
Vs PObo 5?7
4 £3:3 Hovdh 249 Syeeg
Proank, Atzone 35010277
0 2533170
FAX 340 2389200

23 3y L
=T Recewed | 35PECO
CONTRACTOX'S Ro}iowg m@y _ﬂ

AT 50120799
AL

Boan Phatus -6 2005 e -

- Lm__:‘;;wl L LG o 8/31 05

PROJECT 35100 Jackrabbh B twery rdom RS, Wadw Mo Replecacsent

= CURRENT BALaG — ) = BLLGTOINTE = L BALANCE OF PLANED SOEDRE
rEw DESTRIPIION uNT PRCE [ ANOUNE |} OUANTRY ANOUNY COMRETE COMTRACT OUANTITY OF VALLES
n
t Mobdrahon / Durnch S2aton |73 52 50 m oW n W 5 10000 100 bo% o 2 250000
2 Sswon smove replace A povemert 12 o300 o n 290 m beed- 17 10O 1000 20 $7235000
3 NDPMWp v S50 (1] n (2.1 N0 100008 oo ws F- )
e TP W ¥ $17908 oy n &N BSM00 Led - g 000 L3 B0
S WP g ¥ 134 ] o n [+-1 } 037N D 300 00% e [~ ] "eTee
1 WwWoPio '3 s 1 (4] L1 4 SN 300 0% 0w L sasm
7 3 0P 3 tawgn v syl J ' ¥ ] ne 7N 00 00% o L 14 1 ]
L] FDOPstone v par 2 ] "o n b1 o7 1520 20 00% E J » 07 15200 °
L] 25 BF ve o/ bypens coplen: . B X0 (£ ] 1) 20 5400 woors 00 2 5 000
» N Sl bpamcow n [ $52 55000 o0 n )1 mwin W0 00% 000 ] $1236000
” W Gute waive o I€ bypess sompions Er BESw (1 ] 1] L4 ] $11850000 00 00N 000 R 31D 0008
” I WIS dwbdmbcwe 73 » X000 b n I X000 00 00% 0™ T 300
] 17 278 bt boove EA K XOm (] ] n mm BUOW wouwre 00 2 0N
1 1) ¥ 1S il ow |73 R0 om n " LY 00 00 oW ] 25000
- € §15 vwito b ow 73 2000 ok n " SN0 300 0 E -1 ] 9 SN AV
» 4 L5 winte b oow EA REOW o [y ] T pilr -1 4 WOT% nL 7 $34 2D 00
7 2N gy meT Pon (7 315000 (1] n 100 312010 100 00% om ' 290
] Winpredzp o4 7 P oop EA 30 11 J n 10 1500 100 00% b4 1 BINm
”» I hgped c3p w8 7 P arp 73 $30 00 [ ] [a ] 1 00 0 WOO0S w ¥ oy
» F eyt i o VBEC €A 53 500 00 o0b n Fad- g 351 %00 00O% mw ] 531 %0000
2 Cactsdphy nemn EA 2300 (1 ] n o0 $45 000 00 n oS E 1.4 2 5000 08
o Waw vve roncvs 1713 200 -1 ] 1] zm 5500 OO 0w 2 E%" 1. 3
3 1 vaim s mIR 1 s £ R0 00 o n a0 $IE0 0 WO oOR o * M ante
M Prametowkeg § oosis ylos pass v wes [T n 3.1 $425495 |10 W %] [
3 Poenetoanug § s stas pat ' 065 [T n 00 o0 OO0 1Y 0 0o
3 Ps g V7 113 i1 2 000 1] ww 22N oo Lol e j->71. ]
T Aghaltvorysed 34 "y opo n 2600 $40004 55 O 00% 000 263 000028
i 2 ¥ alic cerwo? s $1.000 00 o0 n "0 1800000 00 00% oW ] $15 000 00
F- 4 T olfic thcw 18 $7 X0 [:1. 4 1] 1] 7 000 w00 N 5 37 500 00
n 5953783300
[
Charge Orde 91 n
Com Oulay byuliyk
] o phe n sy oo N n U648 70 00% 000 » e
2 Crsde ks Guletnd 3wt svems 17 00 0 wnon 4 5350000 o 00% W 5 33000
2 { -4 73 $138 50 0N a B%% 10 0O% »w L] IS HESE
b ] A webs Es 1858 swn ] psn W00 00% 0w ] PSS
3 Cont DX S sPOw sovees. EA s 00N ] $192006 oo 0N 3 NN
4 Addwoodb 15° duchie son pow dee D AIGNS 12 N7 N NN n % 10 00% o0 n 05473
4 Couwit ke % bypewnes act rutided EA a5 b1 ] ? (L L. ] 0 00% E 4] H $0soon
S DN I ey ey sdvive B 9,000 oo ' 159 30000y 0 00% 1] » =300
» Comg -+  a [43 $wse» 0w 1 0Ny 100 0O 00 ] L} J
s s wtay s [ 1) 0w ) ] (71 w0008 0w ] 700w
14 Regiece consets wvon S ovlh ME comws ts WO nwn ) RO P 00% -1 3 ] AT
3 ool anéecw v sy (-1 oW o MW 0000% »no ” mese
L } afic Conbg Avwmas rsese s 150t oW N * $15000 00 WO 00N 000 3 31500000
» Prxce Clce Aloswcs hosam. s L 1. 1] b4 21] 3 SwWo 0 WS 00N b 2] ) 500000
n Sedtotal S
n
Cwrge Ortwr 522 n
Adted wepmy seave we 8 Sucie von ppo 2 520 Puce
1 »d adege [ L Y- 2 J own 3 5201 w0 } 22 ] i+ 1§
2 1 Sraze DL R W ome 595 Puce |14 fel -3 00N ] il 1] W8 o oo 3 000558
3 [~ - g 8 § plog deley 139 san» oW 4 nmen mors 00 ] wmme
& ud e e \$ L2 ~{-1 00N ) /RS %0 0% 000 r "L
5 A Coda Aowaree ¥4 100 ] $1100000 1) ) 11000 08 00% 1) 1] HI00%0
s Prics Uicn Aowance [+ 3 2000 1 $4 00000 1 ) 00 e o 0w ] 3400000
i Suptotad b2t 14

-

n
n
n
n
[
n
n
n
n
n
n




WHEELER CONSTRUCTIONR INC
» O B N7V

3% Wt o 1 Sireet
Prowds Segom  SSOW-5ITE
e Received
FAX R 2349293 -
BNOCE WO e 2
- PAGE 10Fs
NANE Mizowe Americen Wate Compory
ADDRESS 19570 Mewth 7D Swmat DATE  oalwaees
s oo Shared Services Conlor PO eanvInes
Prae i AZ 350N
——— —_— — - — e —~— - - - L aD N0 -~ .
PROJECT 33343 Jucwidbx 81 rp rdom R Waise B Ruplecarvent
= TURRENY BRUNG Y ™ BAUNGIDDATE = % BALANCE OF PLASED SOEMRE
R DESCRPTION Uy PRCE QUANTITY ANOUNT [} TONITTS AR CONPLETE CONTRACY Ty OF VALES
n
n
n
S gOn M - n -
] Wt zaben  Dessch xraben 173 2 3u0m 0w H 15 20000 RO00% wKo 2 mxo e
4 Comtnuson Sonvey 13 590000 1.3, 1o % AOW nwws o 3 36 300 0
] Compxin Ivct g s 2 w010 3000 I3 1o $7 X000 105 0% oo 13 TR0
L] T #ix como dotas jalowree) 134 pal ] g 0O} s 35000 DD »os $5.000 00 3 200008
$ Poice oiice ! CutBed 7Y grman [soeanin) » b 1 U 1} o0 £900 DO Voo% $2.500 00 w> DD
s Pobcl w2 guibbes bekre tarvey 13 $55000 Lo R (103 $5 500 00 AO0ON 0o [ (7Y
7 9 PCS0Prss® u ot ductle 200 o 13 Eir.1 J L1 24] 28230 X7 18 00 0 00% S0 ne f< 21
, Skres Waand (Poe, Vans §ang ) v L W o) 0 20 ERR b1 [ 0w
[ %N Vows of pment [4) 4 W00 00 b-1- 3,1 amn $14400 0 Wb 0% 00 3 s ED
3 ¥ Vel nady s 23 32500 00 oM "0 2200 00 00% DK ] %0
B Fvused ndg nev EA 2 0000 oW 0} 1.4 2 906 00 ['1 % we ' [37Y)
" Rarowe 15 o9 8 con 2 i ensig EA $500 00 VW N 1o $500 00 0O 00% 200 1] 550000
” W 1T RAndced w9 13 700 oo R (1Y ] AS SO0 00 ROUM wio [~ 346 000 80
3 B PCIS0 Rusraned s duchie on pape tF 1S 00N B LS50 wours 00 [ E 23
" & PCIS0 Rexhamag jows ductie son ppe 1 3 00 0wun 7 k-1 1 ) VWK ow ” 59304 00
15 % Gote viiw vl by-pics moie EA 9 &o00 00 ) st 352250 B0 300 00% S0 [ 20900
® 3 Gate Ve wi 2tn 50 oV 23 T30 W} 2 15050 ot 0w ? 31550 00
v 8 KIS dwiobow Ea LS00 ey ] RM0 09 00% 0w ' 1-3,1 ]
» Cr6 TS vebon B oovw EA 23500 »nwon 2 $4 700 0O o 0% 200 H 34700 00
9 ~—7 Wt corme A== 51 RO R - 3 T Smwon— k% — o 3 Mwew
k-4 € frw by 2 compicte On Dypam aSseebly EA 3% X0 00 o $%% W0 00 W00% 000 . 3% 20000
] Cous dpivg 2w wan 113 £2 70000 e mw 3 Koo 7500% 20N L3 }3% T
2 W 2 AANG 390-7 blowall A 805 00 ow w 5300 300 00% 000 t 5500
3 Remove mcwg sve oo basx®® JARC A 50 oW » $2 50000 00 00% wwo » LW
» Femove wd pire o b 3y 3o EA $300¢0 1y * 00 00 30 00% 00 ) 5400 00 .
3 Tewowypeses whames FCNM s |11 sow [} 28000 357 K000 000N W 2%8 357 RO 4
» Apreee B PRy EA it 1 9 RN (1" £ #2000 HOOR 00 L] REOW
5 Exme IF suma MAGOLIE LY v Eo 1 oW 200 1 o W00 k1 ] ® I
E-J Eacans 17 VCP Sover WAG 003 § 8042 |13 00 oW} o0 336000 Hoo0s 00D » 56000
> Romove & Replacs Cut. v k-1 2D o0 1 300 HOLO% woo @ nX0W
k4 Remove § Paprace Soveik S 0D own 33000 30500 0O00% nwo x0 Drs00
» S ny Seat Den X De R v v wel L3 658735 WS 00 p- 23 v
» Sv 3 8 Moty forcept S Donald Dove) 13 ST E 2.1y S0 $750 00 O 00% wow J 000
Corvaciy Bond 113 BB oW} AL 4 BN 100N 000 1 »BEN®
tamim 13 [y 14 E -1 311 21N s|en nIN 118 1) 27
’ n Sublond MUY
n
Chong Ordes 34 Rovaed n
1 Toad cont fov $3C - 18 %5632 08 0N 1] RSV 0B mooR 000 ¥ 565657 00
2 CetikshemiZaCO® 15 1346 00 00y soto ¥ 134 200 00y »0 0% sore 1 35800ty
Pore 23 20 oW ¥ 028 10 0% sHoo k] 00
InIm w 0N 0} 1 b 1 ) 0000% w ' S N
n 3 botd oo :
n 3
©» ng Orier 94 Difarsnce n
] Ded &8 hor acaeel cont by $SC 15 58350y * [ 4 1.1)] ' 1525050 30000%. -1 ’ i g L]
Ted o achal cost b hord 13 hm ] [ 2311 3 1 30)] 20 00% 00 ) ™y
Dedt o3 5or 2chmal voul 1 53008 I [$ .37 1 [13] w15 1] %R 10000% 000 ] [:33 7 <
- - n Subtonl [ U]
n
Clang O 95 n
] Bancades 8 Pokes Ulicw s S0 % BW t Me b oo ] MY
2 AoswceBis CONER s [ 11 sy 1 55050000 KDtwoN K0 3 30 00 00y
Sies 1> [E3 nren 00 [} 13 nION 100 00% 0% 1 N
— - - - —— — 1} Swdotd SN
n
Cumg Ol 23 DBwence n
] Aad achugl copt O Bameader § Putee Olices: s Ed -2k ] sarren t (2= k3 L4 K0 ¥ VN -
St T 14 nFR \J seiRn ] Ny KO % 3800 1 b1 -4
n s vond N e
n t
CangeOrd 5§ n N
] Acorond i F s Rm» W ? =mn 00 0% D ] omR N
Bt 19 <1 3 nwOnN ' S0 100 00% 0o 1 [~ 1]
SouTs 1 H) no» PN * noo 00 0% »w 1 $1oR

n Sebiobed (-1 33




PROJECT D990 Jachrndbbh) & brvwy -‘-u;nvlu Raplucamert

e

CNAC AW N

NPV E N

ANEELER TONSIRVUCTIONR INC

PO Bes R
1390 M0 240 Tomat
Favenlx, Azsns SIMS-S217
[ ey
FAX e 250 190

Arzemg A Vican Water Carvpery

TN Noss T Sipet
Suw 9
Phoonin_ AZ 35024

Ohimge Ovén )
1ot Cosd Sor Batw Drilng

2 31

Change D8 97D rence

Dt X9 wassd oot 10 Duvw Dl
ol

[~ 3%

Oamge Ovder 23
Boe Dritng 3 Asflial Vive § Mo

Aodbend Depte of Marire ( 29412 § 2620

Foch Exaovams: @ Stvon 388
Relocam Bow OF Acsesbly @ 640 St

Rod Eveaveon @ 96 M i Stain 12-00 Vret

BT Exavaing CAT 330 Henmer Rental
Botw Drilng Potorm Yoty Servers.

- «5%Moup o bebooenn

Bore
Saes e

ChoweOvd 9

1% PCD Resy  red Xws D
Prvanast Pasceners

Mt Vives © Fawh Qeate
Encane " Yo W VAG 04 VD87
Encace 17 VCP Saves DG 40810042
Rasrove § Raghace Cod
Pasvore § Ruplice S (s Rang

Bore

Som Im

Cange Ovies 939
Buncutes § Peics Ofics
Rowmcy Bt o orgn crwxs
Sond

Savs T

- -2

SE8H

CERERAEGRSG

ERBRGETYS

GGGH

Ln%

S0

mynvy
et ]
g120n

E-T o 2
BoRu
nme
pd x40
E~ 1.2
5795000
Ry
-3 2}

RING

e w W

v Bl ndeBw

pise
fimsm

-

- e W - o

..ﬂina.ﬁo

- w e -

BVOCENO 107 37
PAGE TOF Y

DAYE  oadoes
PERODENONG  om30es

PREPAREDBY  Ashhwys W0

BALANCE OF RAOED
ANOUNT COMPLETE CONTRACT QUANTITY
[T 7% 3 VI 00% nw s
mma Wos wo
B} 17 [0 29 ww ]
St
S 0 e 0w ]
e 3 e W00 ]
pwon Roco% 1.3 ]
Subotd
(1 T 0 00% 0w ]
sB2a 12000% 0omw '
NAS W %000 ow )
2695 7000% ooy ’
SOWT ¢S RO ww !
¥ %000 000N ow 3
mn 18000% 1. ]
238 O0oN 1) -—
8208 OO0 {4 ] ]
2N WO0O% nw A 3
Bbkad
5000 0 0%, 1 )
B0 0 00% 0w >3
(1] > ] oo °
01560 10000% »® %
HIaw WO os nw »
200008 ®o00% wee o
-3~ 11 KOO0% L1 »
1080 WOTN »w )
s TOW% »w L]
(3]
SN 118 oW ’
1517 %0 00y €00% 2 1
me "o ©® ]
1] 0 00% ne ]

Al ]
{38020

Lol L)

(-3 2.4
B7ew
Rx0K
278%
10w
smok
SN

Wy
131730000
M
L 1)




Wheeler Construction, inc
1310 N 24th Street
Phoenix, Anizona 85008
Phone 602-254-3179 Fax 602 254-1293

CONDITIONAL-WAIVER-AND RELEASE ON PROGRESS PAVMENT

(Pursuant b AR'S 33 1008) e——
Receiveq

SEP - 6 2005

Project  Jackrabbit & Invergordon Rd Water Main Replacement
JobNo 85143 1

Shared Sorvices Conter

On receipt by the undersigned of a check from Anzona Amerncan Water Company l’n the sum of
**$81,316 34" payable to Wheeler Construction, Inc and when the check has been properly
endorsed and has been paid by the bank on which it 1s drawn this document becomes effective to
release any Mechanic’'s Lien any state or federal statutory bond nght any private bond nght any
clam for payment and any nghts under any similar ordinance rule or statue related to clam or
payment nghts for persons in the undersigned's position that the undersigned has on the job of

~ "Anzona Amencan Water Company locateéd at Jackrabbit & Invergordon to the following extent
This release covers a progress payment for all labor and matenals through 08/31/05 only and does
- not cover any retention pending modifications and changes or items furnished after that date

Before any recipient of this document relies on it that person should venfy evidence of payment
to the undersigned

The undersigned warrants that he either has already paid or will use the monies he receves from
this progress payment to promptly pay in full all of his laborers subcontractors matenalmen and
supphers for all work matenals, equipment or services provided for or to the above referenced

project up to the date of this waiver The following invoices and pay applications are included in the
above referenced amount Invoice #18607-12

Date  September 2, 2005

WHEELER CONSTRUCTION, INC

o QuaneS, Pidilae

Judy ! Eldntige CFOfTreasurer




[+ g
Wheeler Construction, Inc '
1310 N 24th Street
Phoenix, Arizona 85008
Phone 602-254-3179 Fax 602 254-1293

LA

CONDITIONAL WAIVER AND RELEASE ON PROGRESS PAYMENT

(Pursuantto ARS 33-1008)
| [R35pECO]

Project Jackrabbit & Invergordon Rd Water Main Replacement 5 00A454 33{1
Job No 85143 A Fou §5145/4ffd
b 9-29-05
Qn_receipt by the undersigned of a check from Amzona Amencan Water Co n the sum of
ayable to Wheelor Construction, Inc and when the check has been properly endorsed
and has been paid by the bank on which it 1s drawn this document becomes effective to release any
Mechanic’s Lien any state or federal statutory bond nght any pnvate bond nght, any clam for
payment and any nghts under any similar ordinance rule or statue related to claim or payment nghts
for persons in the undersigned’s position that the undersigned has on the job of Anzona Amencan
Water Co located at Jackrabbit & Invergordon Rd Water Main Replacement to the following
extent This release covers a progress payment for all labor services equipment of matenals

fumished to the jobsite or to Anzona Amernican Water Co through 9/29/05 only and does not cover
any retention, pending modifications and changes or tems furnished after that date

Before any reciprent of this document relies on it that person should venfy evidence of payment
to the undersigned

The undersigned warrants that he either has already paid or will use the monies he receives from
this progress payment to promptly pay in full all of his laborers subcontractors matenalmen and
suppliers for all work matenals equipment or services provided for or to the above referenced

project up to the date of th iver 1] oices and pay applcations are included in the
above referenced amount{ Invoice #35143-14HB

Date October 6, 2005 WHEELER CONSTRUCTION, INC
o gyl L e
Andrew L Eldndge - Vige'President
Recerved Recewed
Snared Services Center Shard Services c,nu
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Wheeler Construction, Inc ‘
1310 N 24th Street
Phoenix, Arrzona 85008
Phone 602 254-3179 Fax 602-254-1293

i

CONDITIONAL WAIVER AND RELEASE ON PROGRESS PAYMENT

(Pursuantlo ARS 33-1008) ﬁa:;spéca 7
0034522,
Project Jackrabbit & Invergordon Rd Water Main Replacement \5 #
JobNo 85143 Tov 1365 9/3
br 9 2905

t by the undersigned of a check from Anzona Amencan Water Co in the sum of
$10,032 98)payable to Wheeler Construction, Inc and when the check has been properly endorsed
and has been paid by the bank on which it is drawn, this document becomes effective to refease any

Mechanic’'s Lien, any state or federal statutory bond nght, any pnvate bond nght any clam for
payment and any nghts under any similar ordinance rule or statue related to claim or payment nghts
for persons i the undersigned’s position that the undersigned has on the job of Anzona Amencan
Water Co located at Jackrabbit & Invergordon Rd Water Main Replacement to the following
extent This release covers a progress payment for all labor, services equipment of matenals
furmished to the jobsite or to Anzona Amencan Water Co through 9/29/05 only and does not cover
any retention pending modifications and changes or tems fumished after that date

Before any recipient of this document relies on it that person should venfy evidence of payment
to the undersigned

The undersighed warmrants that he erther has already paid or will use the monies he receives from
this progress payment to promptly pay n full all of his laborers subcontractors matenalmen and
supphers for all work matenals, equrpment or services provided for or to the above referenced

project up to the date of this wave The-following invoices and pay applicatons are included i the
above referenced amount (Invoice #18659-13

Date October 6, 2005 WHEELER CONSTRUCTION, INC
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EXHIBIT JMR-RB3

Workpaper and rate base summary from docket No. W-01303A-
98-0507 — Paradise Valley’s previous rate case




Paradise Valley Water Company
Generai Rate Case Application
Working Cash Allowance - Other Deferred ltems

Total Deferred items per T/B 06/30/98 _ Amounts
Deferred Programmed Maintenance $272,439.45
Preliminary Financing Expense $7,387.52
Deferred TMS License Fees $144.00
Deferred Service Co Pension $11,794.00
Miscellaneous Minor Debit $3,795.00
Deferred Pension Payment $70,470.00
Maintenance Work In Progress $1,698.37
Undistributed ltems $362.88
Depreciation Study Expense $3,542.00
Extraordinary Maintenance $4,609.00
Deferred Debits CAP $104,374.92
Retirement Work In Progress $48,529.33
M&J Work In Progress ($23,685.67)

Total $505,460.80

Adjustments

~ Preliminary Financing Expense $7,387.52

 Deferred Service Co Pension $11,794.00
Miscellaneous Minor Debit $3,795.00
Deferred Pension Payment $70,470.00
Maintenance Work In Progress $1,698.37
Undistributed ltems - $362.88
Extraordinary Maintenance $4,609.00
Deferred Debits CAP $104,374.92
Retirement Work In Progress $48,529.33
M&J Work In Progress ($23,685.67)

Sub-Total $229,335.35
Adjusted Deferred Items $276,125.45
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PARADISE VALLEY WATER COMPANY

DETAIL
RATE BASE CALCULATION
Per Filing Per Order

Utility Plant in Service $26,526,848 $25,900,450
Construction Work in Progress $0 $0
Accumulated Depreciation ($3,249,181) ($3,297,629)
Accumulated Amortization $0 $0
Other (Reg Asset Net of Depr) $1,418 _$1418
Net Utility Plant $23,279,085 $22,604,239
Deduct:

Customer Advances $247,807 $238,807

Contributions $9,669,687 $9,646,967

Other (Customer Deposit) $1,590 $1,590
Subtotal Deducted $9,919,084 $9,887,364
Add:

Materials & Supplies $27,165 $27,165

Tank Painting $0 $0

Cash Working Capital ($58,845) ($58,845)

Prepayments $45,092 $16,192

Other (Deferred Debits) $276,125 $254,701
Subtotal Added $289,537 $239,213
Deduct:

Deferred Taxes (FIT/SIT) $1,458,329 $1,458,329

Deferred SIT $0 $0

Other $0 %0
Subtotal $1,458,329 $1,458,329
Total Rate Base - $12,191,209 $11,497,759




EXHIBIT JMR-RB4

Corrected Lead/Lag Study




Arizona American Water Company
Test Year Ended December 10, 2004
Lead/Lag Study - Working Cash Requirement

tine
No.
1
2
3
4
5
6
7
8
10
1
12
13
14
15
16

17
18
19
20
21
22
23
24
25
26
27
28
29

PARADISE VALLEY
Test Year
Adjusted
Results
OPERATING EXPENSES
Labor $ 527,708
Fuel & Power 827,908
Chemicals 16,499
Management Fees 554,302
Group Insurance 117,720
Pensions 26,625
Insurance Other Than Group 48,923
Rents 64,878
Depreciation & Amortization 799,234
Other Operating Expnses’ 655,707
TAXES
Taxes Other than Income 42,405
Property Taxes 216,214
income Tax* 420,233
RETURN
Interest on Debt® 620,071
Retum on Equity 668,485
WORKING CASH REQUIREMENT
AP stree id by e 15W of She oot and services.
A proposed retes.
Por diewcs Souimeny of RUCO winens Colwy.

Revenue
tag
Days®

38.3000
38.3000
38.3000
38.3000
38.3000
38.3000
38.3000
38.3000
38.3000
38.3000

38.3000
38.3000
38.3000

38.3000
38.3000

Expense
Lag
Days

12.0000
38.1148
30.0000
{3.8800)
{4.6445)
45.0000
45.0000
(10.6818)

30.0000

26.3188
177.5000
37.0000

107.2300

Net
Lag
ans

26.3000
0.1852
8.3000

42.1800

42.9445

(6.7000)
{6.7000)

48.9818

38.3000
8.3000

11.9812

{139.2000)
1.3000

(68.8300)
38.3000

tead!
Lag
Factor

0.0721
0.0005
0.0227
0.1156
0.1177
(0.0184)
(0.0184)
0.1342
0.1049
0.0227

0.0328
(0.3814)
0.0036

{0.1888)
0.1049

Exhibit IMR-RB4
Schedule

Page 1

Witness: Reiker

Cash
Working
Capital
Required

$ 38024
420
a7s

64,056
13,850
{489)
{898)
8,706
83,865
14911

1,392
(62,458)
1,497

(98,215)
70,145

I



Arizona American Water Company
Test Year Ended December 10, 2004

Lead/tag Study
Line
No.

1 MANAGEMENT SERVICES

2

3

4 Date Amount Description

5

6

7

8 7123/2004 638,329.26 Curmrent Month’s actual and est for next month
9 (768,524.21) Last Mo's est of this month’s billing

10 (150,194.95) Net Amt Payable (Receivable)

11 488,134.31 Paid in following month

12 :

13

14 8/20/2004 584,740.29 Current Month's actual and est for next month
15 (638,329.26) Last Mo's est of this month’s billing

1 (53,588.97) Net Amt Payable (Receivable)

17 531,151.32 Paid in following month

18 .

19

20 912412004 347,119.04 Current Month's actual and est for next month
21 {584,740.29) Last Mo's est of this month's billing

22 (237,621.25) Net Amt Payable (Receivable)

23 109,497.79 Paid in following month

24

25

26 10/22/2004 628,855.43 Current Month’s actual and est for next month
27 {347,119.04) Last Mo’s est of this month’s billing

28 281,736.39 Net Amt Payable {Receivable)
29 910,591.82 Paid in folowing month

30

31

32 11/19/2004 560,383.05 Cusrent Month's actual and est for next month
33 {628,855.43) Last Mo's est of this month's billing

34 {68,462.38) Net Amt Payable (Receivable)

35 491,930.67 Paid in following month

36

37

38 12/10/2004  1,929,163.36 Current Month’s actual and est for next month _
39 (560,393.05) Last Mo's est of this month's billing

40 1,368,770.31 Net Amt Payable (Receivable)

41 3,297,933.67 Paid in following month

42

43

44 1/21/2005 616,818.16 Current Month's actual and est for next month
45 (1,929,163.36) Last Mo's est of this month's billing
46 {1,312,345.20) Net Amt Payable (Receivable)
47 (695,527.04) Paid in following month
48

49

50 211812005 823.217.55 Current Month's actual and es! for next month
51 (616,818.16) Last Mo's est of this month's billing
52 206,399.39 Net Amt Payable {Receivable)
53 1,029,616.94 Paid in following month
54

55

8

3/25/2005

665,872.01 Current Month's actual and est for next month

Date
Paid

8/1/2004

9/1/2004

10/1/2004

11/4/2004

12/1/2004

11112005

2/1/2005

3/1/2005

Service Period
From To
712412004 812012004
62612004 71232004
82172004 912472004
7/2412004  8/20/2004
9/25/2004  10/22/2004
8/29/2004  9/24/2004

10/23/2004  11/19/2004
9/25/2004  10/22/2004
11/20/2004  12/10/2004
10/23/2004  11/19/2004
1211172004 172172005
1472002004 1211072004
11222005  2/18/2005
120112004 172172005
2/19/2005  3/25/2005
1122/2005 211812005
312612005 412212005

Avg Service
Period

13.50

13.50

17.00

13.50

13.50

17.00

13.50

13.50

10.00

13.50

20.50

10.00

13.50

20.50

17.00

13.50

1350

Exhibit JMR-RB4

Schedule
Page 2
Witness: Reiker
Lag
(Lead) Doliar Days
(5.50) (3,510,810.93)
22.50 (3.379,386.38)
(6.00) (3.508,441.74)
25.50 (1,366,518.74)
(7.50) (2,603,392.80)
24.00 (5,702,910.00)
{4.50) {2,829,849.44)
23.50 6,620,805.17
1.00 560,393.05
25.50 (1,745,790.69)
0.50 964,581.68
32.00 43,800,649.92
(3.50) (2,158,863.56)
31.50 (41.338,873.80)
{7.00) (5,762,522.85)
24.50 5,056,785.06
(7.50) {4,994,040.08)




Arizona American Water Company
Test Year Ended December 10, 2004
Lead/tag Study

(823,217.55) Last Mo's est of this month’s billing
(157,345.54) Net Amt Payable (Receivable)
508,526.47 Paid in following month

42272005  1,046,328.81 Cument Month's actual and est for next month
(665,872.01) Last Mo's est of this month's billing
380,456.80 Net Amt Payable (Receivabie)
1,426,785.61 Paid in following month

5/20/2005 808,789.58 Current Month's actual and est for next month
(1,046,328.81) Last Mo's est of this month's billing
(237,539.23) Net Amt Payable (Receivable)
571,250.35 Paid in following month

6/24/2005 933,333.69 Current Month's actual and est for next month
(808,789.58) Last Mo's est of this month’s billing
124,544.11 Net Amt Payable (Receivable)}
1.057,877.80 Paid in foltowing month

,
333l arenigeo~NonawnafEs

NNN
WN -

9!727I789‘71

NN
zmm&

4112005

5172005

6/1/2005

71112005

2/19/2005

4/23/2005

3/26/2005

512112005

4123712005

6/25/2005

512172005

372512005

5/20/2005

472212005

6/24/2005

512012005

712272005

6/2412005

Average t ag for Managements Services

17.00

13.50

13.50

17.00

13.50

13.50

17.00

Exhibit JMR-RB4

Schedule
Page 2

Witness: Reiker

24.00

(5.50)
22.50

{6.00)

2550

(7.50)

2400

(3,776,292.96) i

(5,754,808.46)

8,560,278.00

(4,852,737 .48)

(6,057,250.37)

(7.000,002.68)

2,989,058.64

!375789I9“'44l

(3.88)



Arizona American Water Company Exhibit JMR-RB4

Test Year Ended December 10, 2004 Schedule
LeadLag Study Page 3
Witness: Reiker

Line

No.

1 GROUP INSURANCE

2

3

4 Service Period Avg Service Lag/ Dollars Cumuiative Percent
5 Account Voucher Amount From To Period Lead Days JTotal to Total
6

7 .

8 230105.5041 40819333 8/9/2004 $ 92,066.72 8112004 873172004 15.00 (7.00) § (644,467.049) $ 122288446 100.00%
9 230105.5041 40844147  9/10/2004 94,614.37 9/1/2004 9/30/2004 14.50 (5.50) $ (520,379.04) $ 1.130.817.74 9247%
10 230105.5041 40865008  10/6/2004 94,775.20 10/1/2004  10/31/2004 15.00 (1000) $ (947,752.00) $ 1.036.203.37 B4.73%
11 230105.5041 40892506  11/10/2004 95,991.56 11/1/2004  11/30/2004 14.50 (5.50) (527,953.58) $§ 94142817 76.98%
12 230105.5041 40793100 7/912004 96,394.44 71172004 7/31/2004 15.00 (700) $ (674,761.08) $ 84543661 69.13%
13 230105.5041 40918840  12/9/2004 96,969.68 12142004 1213172004 15.00 {7.00) (678,787.76) $ 749,042.17 61.25%
14 230105.5041 41045598  5/16/2005 107.812.38 5/1/2005 53172005 15.00 - - $ 65207249 53.32%
15 230105.5041 40967412  2/111/2005 108,216.85 21172005  2/28/2005 13.50 (3.50) (378,758.98) $  544,260.11 44.51% .
16 230105.5041 41068357  6/13/2005 108.413.73 6/1/2005 6/30/2005 14.50 {2.50) (271,03433) $ 43804326  3566% -
17 230105.5041 40943765  1/13/2005 108,554.84 1/1/2005 1/31/2005 15.00 (3.00) {325,664.52) $ 327,62953 26.79%
18 230105.5041 40992030  3/11/2005 109,000.17 3/1/2005 3/31/2005 15.00 (5.00) (545,00085) $ 21907469 17.91%
19 230105.5041 41018871  4/14/2005 110.074.52 47172005  4/30/2005 14.50 (1.50) {165,111.78) $ 110,074 52 9.00%
20

21 3 1Z72Eei s 3 e

22

23

Average Lag for Group Insurance (4.64)




Arizona American Water Company
Test Year Ended December 10, 2004
Lead/l.ag Study

Line

PENSIONS

Payment
Date Amount

waummauwalg

10 - Pension expense is paid quarterly resulting in a 45 day lag.

2 Totals

Exhibit JMR-RB4

Schedule
Page 4
Witness: Reiker
Service Period Avg Service Lag
Erom To Period {Lead) Doliar Days
w;
Average Lag for Pensions 45.00



Arizona American Water Company
Test Year Ended December 10, 2004
LeadLag Study

z =
‘9“*10’0'5“"0-"03

INSURANCE OTHER THAN GROUP

Exhibit JMR-RB4

Schedule
Page 5
Witness: Reiker
Payment  Amount Service Period 8vg Service Lag
Date Erom To Period flead) Dollar Days
- Insurance Other than Group is paid quarterly resulting in a 45 day lag.
Totals S S -

Average Lag/(Lead) for Ins. Other than Grp. 45.00




Arizona American Water Company Exhibit JMR-RB4
Test Year Ended December 10, 2004 Schedule
Lead/Lag Study Page 6

Witness: Reiker

Line
No.
1 RENTS
2
3 Service Period Avg Service  Lag/ Dollars Cumulative  Percent
4  Account Voucher Amount From To Period Lead Days Jotal to Total
5
6 .
7 2301055100 40955368 02/05/05 $ 42.26 141,054.86
8 2301055100 40976942 03/05/05 42.26 141,012.60
9 2301055100 41003985 04/05/05 42.26 140,970.34
10 2301055100 41026617 05/05/05 43.96 140,928.08
11 2301055100 41052726 06/05/05 43.96 140,884.12
12 2301055100 40783766 07/05/04 11,736.68 140,840.16 ‘
13 230105.5100 40806223 08/05/04 11,736.68 8/4/2004  8/31/2004 15.00 (11.00) (129,103.48) 129,903.48 91.53%
14 2301055100 40832634 09/05/04 11,736.68 9/1/2004  9/30/2004 1450  (10.50) (123,235.14) 117,366.80 83.21%
15 230105.5100 40857471 10/0504 11,736.68 10/4/2004  10/31/2004 15.00 (11.00) (129,103.48) 105,630.12 74.89%
16 2301055100 40880059 11/05/04 11,736.68 11/3/2004  11/30/2004 1450  (10.50) (123,235.14) 9389344 6657T%
17 2301055100 40903501 12/05/04 11,736.68 12/112004 1213172004 15.00 (11.00) (129,103.48) 82,156.76  58.24%
18 2301055100 40922174 01/05/05 11,736.68 17172005  1/31/2005 15.00 (11.00) (129,103.48) 70,420.08  49.92%
19 2301055100 40955507 02/05/05 11,736.68 2/172005  2/28/2005 13.50 (9.50) (113,498.46) 58,683.40 41.60%
20 230105.5100 40977094 03/05/05 11,736.68 3/1/2005  3/31/2005 15.00  (11.00) (129,103.48) 46946.72 33.28%
21 230105.5100 . 41004124 04/05/05 11.736.68 4/1/2005  4/30/2005 1450 (10.50) (123,235.14)  35,210.04  24.96%
22 2301055100 41026752 05/05/05 11,736.68 5/1/20056 513112005 1500  (11.00) (129,103.48) 2347336 16.64%
23 2301055100 41052864 06/05/05 11,736.68 6/1/2005  6/30/2005 1450 (10.50) (123,235.14)  11,736.68 8.32%
24
25 $141,054.86
26 ——
27 129,103.48 (1,379,059.90)
28

29 Average Lag for Renis go.sag




Arizona American Water Company
Test Year Ended December 10, 2004
LeadA.ag Study

,
83333aa8330w~onaunafFy
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Taxes Other Than Income - Summary of Weighted Average Lag Days for Subsidiary Account

Exhibit JMR-RB4
Schedule

Page 7

Witness: Reiker

Paradise Valley
Original Average
Proposed Percent Lag Lag
12/10/2004° to Total Days Days
P29 General Taxes
685320 FUTA . $4,410 0080812 75.0000 ©.06091
685325 FICA $42,168  0.772718  12.0000 9.27262
685350 SUTA $7,983  0.146470 75.0000 10.98523
Average Lag for.Taxes Other than Income 54,571 1.000000 26.31876

"Per page 092 of originel workpapers
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Arizona American Water Company Exhibit JMR-RB4
Test Year Ended December 10, 2004 Schedule
Lead/l ag Study Page 8

Witness: Reiker

Line
TAXES OTHER THAN INCOME

Payment Amount Service Period Avg Servict Lag
Date From To Period {Lead) Dollar Days

FUTA

- FUTA payments are due the last day of the following month afler the end of the quarter,
resulting in approximately 75 average lag days.

12 FICA

14 - FICAIs paid the same day as pay day, resulting in appndmately 12 average lag days.

17 SUTA

19 - SUTA payments are due the Jast day of the following month after the end of the quarter,
20 resulting in approximately 75 average lag days.




Arizona American Water Company
Test Year Ended December 10, 2004
Lead/Lag Study

PROPERTY TAXES
Payment Avg Service  Lag Annual
Date From Thru Period (Lead) Payment

10/26/2004 11/2004  12/31/2004  182.50 116.50 50%
2/25/2005 1/1/2004  12/31/2004  182.50 238.50 50%

Total

t,,‘;‘,:gtoawmmbuu-{g%

Average Lag for Property Tax

Exhibit IMR-RB4
Schedule

Page 9

Witness: Reiker

58.25
119.25

177.50
b




Line

Z
3]

GDQ\IQU!&GN-'}

Arizona Amesican Water Company
Test Year Ended December 10, 2004
Leadlag Study

FEDERAL INCOME TAXES

Payment
Date

4/15/2004
6/15/2004
9/15/2004
12/15/2004

From

1/4/2004
1112004
1/1/2004
11112004

Total

Thu

12/31/2004
123112004

- 1213172004

1213112004

Average Lag for Federal Income Tax

Avg Service
Period

182.50
182.50
182.50
182.50

Lag
{Lead)

715
-16.5
75.5
166.5

Annual
Payment
25% (19.38)
25% (4.43)
25% 18.88
25% 41.63
37

- Exhibit JMR-RB4

Schedute
Page 10
Witness: Reiker




EXHIBIT JMR-RBS5

Supporting documentation for Nauni Valley Drive improvements
Company Rate Base Adjustment AAW-3




PV Fire Flow Improvement Program
Nauni Valley Drive Main Replacement Account Review {Psinciple Charges at Substantial Completion)
1/26/06 (rev. 1) - b. vandenson

Contract Amount |Amount Invoiced |Balance for Nauni [Overall Total (NTE

Engineering & Inspection (B&C)
Design Services $9.504.00 $9,504.00 $0.00
Utility Potholing for Nauni Valley Dr.
{part of B&C task order amendment -
#1) see note 3 $3,864.35 $0.00
Inspection Services {part of B&C task
order amendment #2, NTE price $47,600.00 $19,188.75 $28,411.25
Bid Services see note 1 $3,079.25 ] $0.00
Construction Admin Services see note 2 $7,715.20/ $0.00
Construction (B&F) .
Installation, pay application #1 (see
note 4) $279.427.00 $251,484.30 see below
Instailation, pay application #2 (see
note 4) see above $27,942.70 $0.00
Other
Permit fee (MCESD) $500.00 $500.00 $0.00

Pending plumbing repair to sprinkler|
system for resident (service line
broken during construction, see note

5) $500.00 $0.00 $500.00
Subtotal $323,278.55 $28,911.25
Company Labor (see note 6) w/a $8,844.96 $2,500.00
AFUDC (see note 7) wa $29,027.59 $2,745.34
Overhead (see note 8) . n/a $23,248.65 $2,198.79
Total $384,399.75 $36,355.38 - $420,755.13
Notes:

1 Total "Bid Services™ amount paid of $12,317.00 is for multiple B&C projects but
three projects have been bid with amount paid being $9,237.75; thus, Nauni
portion equates to 1/3 of the total ($3,079.25).

2 Total "Construction Admin Services” amount of $38,576.00 is for multiple B&C
projects but two projects are being executed with amount paid being $15,430.40;
thus, Nauni portion equates to /2 of the total ($7,715.20).

3 Total change order number 1 (task order amendment #1) is inclusive of the Nauni
Vailey Drive scope change.

4 A 10% retainage has not been released to the Contractor, figures represent
"booked” values.

5 Estimated price was preliminary estimate from landscaper to resident, more to follow.
6 Amount invoiced/actual based on 50% of payroR distribution report total of $17, 689.92
(time spiit assumes Lincoln Drive design at 30% & balance of others, Tatum Bivd in

particular, at 20% of overail total).
7 AFUDC at 8.74%. (per input from Asset & Capital Planning Group).
8 Overhead at 7% (rate fluctuates, ok to use per input from Asset & Capital Planning Group).




To Anzona Amencan Wir Co

PO

Brown and Caldwell

Sutte 500 201 East Washington Street
Phoenix AZ 85004

Tel (602) 5674000 Fax (602) 567-4001

- APENVGOT

Box 5087

Mount Laurel NJ 08054-1108

Attention Accounts Payable

Jooo7% 13
V4

Project No 128435
(anoace No 1525588) 7 AS538%6

( Date

INVOI«

January 20 2006 J-ab ol

Subject Waterlines

Billing Penod

Progress BilingNo 5

November 25 2005 through December 29 2005

Contact
Invoiced By Deanne L HMWQ

Tracy HMoraca PM

Reference Authonzaton Dated 4/29/2005
LocalRep B s o5ol oSLTS. S ScoTHE TS
Work Baske(A23ENGO7S ~ 23cacsela e TO PA
WAy > DE rTO‘T
p Valley Wi PARoDuct < e
aradise ey Water Line P THTS X3 A woeS A AL / 15{ 0‘98
Percent Contract Amount  Previously T

Phase Code / Name Complete Amount Invoiced invoiced invo
120 — Bid Services 5% $ 1231700 $ 923775 $ 923775 $ 1]
140 — Construction Services 40% $ 3857600 $ 1543040 § 192880 $ 13501,4<
200 —~ Lmcoln Dnve 100% s 8437400 $ 8437400 $8437400 $ 0
300 Naum Dnive 100% H 9504 00 $ 950400 $ 950400 $ o
400 Tatum Phasel 90% $ 4466200 $ 4019580 $3572960 $ 4466.2%
450 TatumPtgsell 90% 3 1045400 $ 940860 $ 836320 $ 1045.Y°
S00  Highland Pipe & BS 80% $ 4389000 $ 3950100 $ 1097250 §$ 28528 5w
600 Change Order No 1 100% $ 2620645 $ 2620645 $26290645 S o
700 Change Order No 2 90% $ 4440000 $ 399000 $ 1110000 $ 28860V

Total $ 31447345 $ 27390800 $197 50630 ($ 76401

76Y0l. 70

PAYMENT REMIT ADDRESS { Brown and Caldwell P O Box

Paymzent rs due tnthin 30 days of

FYY

7‘0, L 4 on the

p L wnll acorn

31st day ot the rate of 1 5 percent pes month or the maxomum wterest perrnstied by low whu

)

¢
46 ..




+ 3 W

Brown and Caldwell

Suite 500 201 East Washington Street INVOK
Phoenix AZ 85004

Tel (602) 567-4000 Fax (602) 567-4001

- 205¢1.105175. 31 SecTHRESW
230051 ol o PAY

1 floducT CodT -FFF WHOL
HJJKAJGD? . -r‘&;) 35 A 1o0S5 A_QQ,QML

LS (00
J00074 ' =
To Anzona Amencan Wir Co 7 /}z’ Project No 128435
P O Box 5087 -~ -
Mount Laurel NJ 08054 1108 [invorce No 1525587 /I K5 37
(Baie___somay 0 2000)
)-Ab 0b
Attention Accounts Payable
Subject Waterhnes Contact Tracy HMoraca PM
Bilhng Penod November 25 2005 through December29 2005  Invoiced By Deanne L Herschberg
Progress Biling No 2
Reforeice Authonzation Dated 4/29/2005
Local Rep B8pan Vandenson H
Work Baske( A23ENGO7 ) : Rece“’ed
' 4 2006

750  Nauni Inspection Svcs JAN 2
LABOR Shared Services Center
Class/ Employee Name ' Hours Rate Biling Amount
Sensor Inspector

Frednck K Schneider 125 $ 11900 3 148 75
Senior inspector

Peter L Amador 109 00 $ 119 00 s 12971 00
Sub Total Labor 11025 $ 1311975
Total Labor ' $ 1311975
Total 750  Naumt Inspection Svcs $ 1311975

Amount Due this Invoice ( $ 1311875 )
1319 75

PAYMENT REMIT ADDRESS @ 208, San Francisco CA 94145 0208 ) ’ ﬁ S

Payment 1s due withm 30 days of recerpt of snvorce it nth the
31st day st the rale of 1 5 percent per month or the ma. L4

[ A

‘-_—/




Brown and Caldwell

Surte 500 201 East Washington Street INVOIC

Phoenix AZ 85004 RECEIVED

Tel (602) 567-4000 Fax (602) 567-4001

DEC 1 o "R
AABERGO? SHARED Strwrur LENTER
To Anzona Amencan Wir Co Jooo k! 3 Ay Project No 128435
P O Box 5087
Mount Laurel NJ 08054 1108 invoice No 1523882 (SA3384
Date December 14 2005) /A /¢ (
Attention Accounts Payable
Subject Waterlines Contact Tracy HMoraca PM
Bilhng Penod September 30 2005 through December 01 2005  invoiced By Deanne L Herschberg
Progress BilingNo 4 ' - A - ’ S
A tion Dated 4/29/2005 2.301080/ oS+ 13.5 1 5007‘18%”
Reference uthonzation Date ; oL TS ?AY
Local Rep Bnan Vandenson . ' ’
(Work Basket A23ENGO7) flopucs Cope TIOR

Paradise Valley Water Line

!

Phase Code / Name

TU3S 3§ A LooS Acctnpl-

I‘L"chb

120 Biud Services

140  Construchon Services
200 — Lincoln Drve

300 ~ Naum Dnve

400 — Tatum Phasel

450  Tatum Phasell”
500 Highland Pipe & BS
600 Change Order No 1
700  Change Order No 2

5SS é:own and Caldwell P O Box 45208, San Franasco, CA 94145-0208 )

of smrosce mt

) nﬂ:oﬂkemm penmited by low whichever x5 fesser

Percent ?\JOTE: mgg}(ragb "ﬁf:n? '“:rewously

Complete Amount Invoiced Invoiced lnvou
75% $ 1231700 $ 923775 §$ 615850 S 307925
5% $ 3857600 $ 192880 § 000 $ 19280B°
100% $ 8437400 $ 8437400 $7061344 $ 476050

—_— e 100%_ S —— 950400 $—950400- § 950400—$S ~ 000
80% _$ 4466200 $ 3572060 -$ 223310 $ 3349650
Tt "80% $ 1045400 $ 836320 § 52270 $ 784050
25% $ 4389000 $ 1087250 s 000 $ 1097250
100% s 2629645 $ 2629645 § 000 $ 2629645

25% $ 4440000 $ 1110000 s 600 $ 111000°

Total $ 31447345 $ 19750630 $ 9803174 ($ 9947440
Hm‘l/:q 9997"‘/ Lv

2 bal. will accrue beguming unth the

gy ¢




{
Brown and Caidwell

S 500 201 East Washington Street
Phoomx AZ 85004 D T RECEIVEDNVO
Tel (602) 567-4000 Fax (602) 567-4001

DEC 1 9 7005
AIENGOT SHARED SERVILE LENTER
: S000T7L13
To Anzona Amencan Wir Co ar Project No 128435
P O Box 5087
Mount Laurel NJ 08054-1108 Invorce No 1523883 SA3993
Date December 14 2005 ) /.7 /Y-,

Attention Accounts Payable
Subject Waterines Contact Tracy H Moraca PM
Billing Penod September 30 2005 through December 01 2005 Invoiced By Deanne L Herschberg
Progress Billing No _.—— !
Reference Authonzahon Dated 4/29/2005
Local Rep Bnan Vandenson ,

f -1 \ Work Baskét A23ENGO7 ../ ' " I b TR I
750 Naum Inspection Svcs

LABOR ,

' Class/ Employee Name Hours , Rate Bilsng Amount
Semor Inspector —

Peter L Amador 50 00 $ 11900 $ 5950 00
Semor Inspector
Gwendolyn A Flora 100 s 119 00 $ 11900
Sub Total Labor : 5100 N , 3 6 069 00
) 1]
Total Labor C ’ $ 6 069 00
_ TTotal 750" NaumlnspectonSves ~ " . " T, WTTT Ty TR T 8 6 069 00
Amount Due this Invoice ) g 6 069 00
AmT
RINL o0

l' PAYMENT REMIT ADDRESS‘ Brown and Caldwell, P O Box 45208, San Franasco, CA 94145 0208, *
* o8

Paynvemt s dve wiithin 30 days of recexpt of pivence 5 c¢ will sccre begmmng wath the
3158 day st the rote of 15 percent per month or the mosunem mierest peranited by kew whochever 15 Irsses




To

—_— . i Brown and Caldwell
BROWYN Lip Sutte 500 201 East Washington Street INVOIK
G Phoenix AZ 85004

ﬁc A ‘L DV EL » Tel (602) 567-4000 Fax (602) 567-4001 I 66 6’7(4 /3

AW
Anzona Amencan Wtr Co 0CT 2 4 7005 projectNo 128435
P O Box 5087 ENIEB
Mount Laurel NJ 08058 1108 SHARED SERVICE CENFEBice N. D075
Date
o 1385.31 Soo748FSW 1O zq)()e
Attention Accounts Payable 23030501 .405 oK 1o ) )&Y
PRODucT coDE TTOF
; rofr8{0oF
Subject Wisterhines Conta Tracy HMoraca PM
Billing Penod August 26 2005 through September 28 2005 Invoiced By Deanne L Herschberg
Progress BilingNo 3
Reference Authonzation Dated  4/29/2005
Local Rep Bnan Vandenson
Work Basket A23ENGO7
f—
Paradise Valley Water Line
Peicepi Compiete . Billing Amount
Sc—&‘ i 16-1_?1100 X 61% = $ 9803174
emand Less Amount Previously Invoiced $ 3 35

Amount Due this Invoice S ' 29898 39; &qg% 6%

Summary of Account
Invoiced To Date s 98 03174 Contract Ceiing $ 16131100

Total Paid To Date $ {53 510 46) Invoiced To Date 3 9803174

Balance Outstanding $ 44 52128 Remamning Balance $ 6327926
b — ——— — T e ————




Brian A Vandenson To !moram@bmncald com, jhill@brwncald.com

10/28/2005 02:35 PM Subject Invoicing - SCW & PV Fireflow improvement projects

Tracy & Jennifer,

I received and invoice from B&C for $28,898.39 & noticed a change in the total contract amount (new total
is $161311.00). At first | was confused as to how this figure was determined (the previous total was
$93,878.00) but | think 1 deciphered it & will sign-off on the invoice. In the future, | would like the total to

reflect the following:

Paradise Valley Water Line:
Nauni Valley Drive $9504.00
Lincoin $84374.00
Phase 1 Tatum $44662.00
Phase 2 Tatum $10454.00
Bid Services (part 1) $12317.00
Construction Admin (part 1) $38576.00
Change Order #1 - $20421.05
Change Order #2 tbd
Highland BS $43890.00 (this scope has changed but move $'s to part 1 total
from part 2)

total part 1 $264198.05 (add change order #2 to this amount to the total
when it is agreed upon & approved)

For the pending inspection services, in both Paradise Valley & SCW, the price will be a NTE & we should
track & invoice separately (from both the Paradise Valley Water Line total above & SCW Water Line).
Part 2 of the Paradise Vailey Water Line, as | see it, will have a total of $248154.00 (for projects 7 thru 10
but also includes Bid Services & Construction Admin for project 6).

Brian A. Vandenson

Operations Engineer

Arizona American Water Company
19820 N. 7th Street, Suite 201
Phoenix, AZ 85024

0: (623)445-2497

c: (602)388-2841
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Brown and Caldwell

Suite 500 201 East Washington Street INVOI1
i Phoenix AZ 85004 QLLL)
' Tel (602) 567-4000 Fax (602) 567-400 A3 g MGO’?
oK To PAY

23020501 . 10S2%F5, 31 S004RFESW
ISALAI708
Plopucr <wDE TIOF

To Anzona Amencan Wir Co ' Project No 128435

P O Box 5087
) oS
Mount Laurel NJ 08054 1108 Tl 3ef & Invoice Ng 1518070 B D
' Date September 16 2005

Attention Accounts Payable

Subject ‘ Waterlnes Contact Jenmfer E HI PM
Billmg Peniod July 29 2005 through September 01 2005 Invoiced By Deanne L Herschberg
Progress Bilhng No 2
Reference Authonzation Dated  4/29/2005
Local Rep Bnan Van
Work Baskét A23ENG%e7n>
Paradise Valley Water Line
—Contract Amount —Percent Camplete . Billing Amount
R L T Y 73% = s 6813335
¥ o7 Less Amount Previously Invoiced 53510 46

P o Amount Due this Invoice -——@ ) L"Loa a %ﬂ

Summary of Account

Invoiced To Date $ 68 13335 Contract Ceiling $ 9387800
Total Paid To Date 3 000 Invoiced To Date $ 68 13335
Balance Outstanding 3 68 133 35 Remaining Balance 3 2574465

RFCEIVED

SEP ¥ § "5
SHAP... .- “,_bENTER
SS Brown and Caldwell, PO Box 45208 San Franasco, CA 94145 0208 :él 1 é

of terest on the unpard belance vnil begrnmng with the
nth o7 the maximum intevest pernutted by law whechever is lesser




{

Brown and Caldwell

Suite 500 201 East Washington Street INVOI1
Phoenix AZ 85004 5 000 7<9/ 3

Tel (602) 567-4000 Fax (602) 5674001 /}L(»Q

A A2EIGO°T

23010 501.10§1FT . 3] 50074QPTV ok TO YAy
floduct <o D€ TITOF

To Anzona Amencan Wir Co Project No 128435 3! 30/
P O Box 5087 _
Mount Laurel NJ 08054 1108 \y ¢ z 'mvoiceNo 1518790 A T
{o
ﬂ“ﬁ‘/ Date September 13 2005
Attention Accounts Payable.
Subject Waterlines Contact Jennufer EHIl PM
Biling Penod July 01 2005 through July 28 2005 Invoiced By Deanne L Herschberg
) Progress Billing No
! Reference Authonzation Dated  4/29/2005
Local Rep Bnan Vandenson
Work Basket A23ENGO7
Pasadise Valley Water Line
—Contract Amount -Percent Complete . Biling Amount
$ 98387800 X 57% = $ 53510 46
Less Amount Previously Invoiced b 3 000
Amount Due this Invoice S 5351046

Summary of Account

invoiced To Date $ 5351046 Contract Cetling $ 93 878 00
Total Paid To Date $ 000 invoiced To Date $ 53510 46
Balance Outstanding $ 53 510 46 Remaiming Balance $ 40 367 54
S b
PAYMENT REMIT ADDRE Box 45208, San Franasco, CA 94145-0208 H / @
Payment 13 dee urthm 30 days of recept accrne beganming with the

31s8 day at the rote of 1.5 percent per mo » whachever 35 lesser

»o.




AWSSC - Accounts Payable Dept
Construction Contractor Invoice Transmittal

L _General Information
Company/District: Arizona American Water/Paradise Valley
Project Name:
Project Business Unit:
Invoice Product Code:
AAW Project Manager:
Work Basket No.:

23020501

wB01

Brian Vandenson

AZ23ENGO7
Contractor: B&F Contracting Inc (Tel 623-582-1470)
Invoice No.: 15004 (Payment #2)

Invoice Date: 1/18/06 (Received 1/19/06)

1. Construction Work In Progress (CWIP) Charge Distribution

331 - PV Fire Flow Improvements (Nauni Valley Drive)

Amount to

Retainage Amount to be Amount Held
Task Description Amount To Acct. Paid Amount 1o be Paid  |in Retainage Accl.
Order No. & Type Be Booked {See below ks Setup) BUS 23020203

(Sub Jedger- 8 digh Object Acct. | Object Acct Object Acct. Object Acct.
& include type} 105280. XX | 105275 XX See Prev Column 234200

50074876.W Instal of WM, 100% comnph $27,942.70 $2,794.27 105275.31 $25,148.43 $2,794.27
$0.00 $0.00 $0.00
$0.00 $0.00 $0.00
i $0.00 $0.00 $0.00
: $0.00 $0.00 $0.00
$0.00 $0.00 $0.00
$0.00 30.00 $0.00
Total CWIP Booked This Period $2,794.27 $25,148.43 $2,794.27

- JRetainage to be Held I 10%] [ $279427 |
1. Retirement Work In Progress (RWIP) Charge Distribution
Retirerment Work Amount To Amount To
Task Description Be Booked Retainage
Order No. RWIP Obj
{Sub Jedger) Acct. 185275
$0.00 $0.00
$0.00 $0.00
$0.00 $0.00
$0.00 $0.00
$0.00 $0.00
Total RWIP Booked This Period $0.00 $0.00
| ' _IRetainage to be Held | 5% [ so000]
I “Jotal Retainage to be Held | 1 [ s29a27]
1V. Contract Retention Account:
BU #: 00000 Obj/Acct: 234200
Yask Order No. | Type Amount At 10 be Paid
JRetainage 1o be Paid $0.00
1o be Paid $0.00
Retainage to be Paid $0.00
|Retainage 1o be Paid so oo
|Retainage to be Paid




B & F CONTRACTING INC,

P.O. BOX 54785
2501 W. Behrend Dr. Ste.23
Phoenix, AZ 85027
Telephone: 623-582-1170
FAX: 623-582-3761

T Y
SP‘“ yP ’ —gf
F \ e
aX (R =
=
Yo Arizona American Waler From: Twila Rothra
ATTN. Accounts Payable 623-582-1170
FAX: 6234452454 Pages: ¢~ Including Cover Sheet
Phone: bate:  V19/06
Re: INVOICE : CC:v
Urgent X Fo_r. Review Please Comment X Please Reply
& Comments:
Attached is this montbs invoice, for both Nauni Valley & Sun City loh, can you please make sure the

appropriate people get the copics they &, the bard copy will be in the mail today:

oissd) Fnveices ff Hﬂu_/(uc/q
er\ Qﬂjﬁ&/w A Indeils Eid 5




B&F CONTRACTING, INC. '
P.O. BOX 54785
PHOENIX, AZ 85078-4785
(623) 582-1170
FAX# (623) 582-3761

DATE INVOICE NO.
1/18/2006 15004
3 : s
o Arizona American Water HB&F JobNo. 4242.05/4009
L 19820 N 7th Street I Nauni Valley Drive
" b Suite 201 P Water Main Replacement
Phoenix, AZ 85024 56th St. & Nauni Valley
L T
) - O
EQUISTION NO. PURCHASE ORDER NO, JERMS c CT NO.
2 NET 30 DAYS
QUANTITY UNIT DESCRIPTION AMOUNT CURRENT BILLING
100 EA Work completed to dale 100% $ 27,942.70
(See attached details)
B
Contract Billing Summary I VSt -
Contract amount $ 279,427.00 o fig&k: - 4
Invoice # 13309A (REVISED) $(226,335.87) T _A005 .
Invoice # 15004 Requistion #2 $ (25,148.43) L N\ A 2 ¢
AR —
L RIS
Balafice Not Billed + (retention) . §  27,042.70 , N S

less 10% Retention | $ 2,794.27
HETOTAL Y] s 2514843




B & F Contracting Inc.
P.O. Box 54785

Phoenix, AZ 85078 01/18/06
Requistion # 2
Arizona American Water
19820 N. 7th Street Nauni Valley Dr.
Suite 201 Water Main Replacement
Phoenix, AZ 85024 56th Street & Nauni Valley
Nauni Valley Drive
Scheduled Vaius Work Somplated Material Gtored | Tota) CompletedAStored | %(0 C) | Baiancesmfinien(c<) | Reminage
description of work from previous appl, (D+f) This Patiod
1 8" Dip Water $175,261.80 -161,684,80 13,877.00 178,281,680 100% $0.00{ $17.628.1¢8
2 §" Vaive $8,000.00 8,000.00 . . 8,000.00 100% $0.00 $800.00
3 E H Complete $17,400.00 17,400.00 . 17,400.00 100% $0.00] $1,740.00
4 R & R AC Pavement $235,260.00 33.497.00 1,763.00 35280.00 |  100% $0.001 -_$3,528.00
5 1* Water Service $25,200.00 17,640.00 7,560.00 | 28,200.00 100% $0.00] _$2,820.00
8 Connection at §6th Street $8,502.70 8,802.70 . 8,802.70 100% $0.00 $680.27
7 Connection at MeDonald $4,802.70 4,802,70 4,802.70 100% $0.00 $480.27
8 Traffice Control $7,000.00 6,860.00 140.00 7,000,00 100% $0.00 $700.00]
ik
o |
wh |
o SR “.
_—’ :A.\»... T
nu B
$279,427,00 $261,484.30 $27,842.70 $0.00 $270,427.00 100% $0.00 $27,042.70
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AWSSC - Accounts Payable Dept
Construction Contractor Invoice Transmittal
1. General 1 ci nation .
Company/District: Anizona American Waler/Paradise Valley \
Project Name: 331 - PV Fire Flow Improvements {(Nauni Valley Drive) A
Project Business Unit: 230205017 N\
Invoice Product Code: WBO1 o
AAW Project Manager: Brian Vandenson ?‘(5’
Work Basket No.: AZ3ENGO7 6
Contractor: B&F Conbracting Inc (Tel 623-582-1170) ,)’(9
Invoice No.: 13309A
Invoice Date: 12/27/2005 -\i, o
W /‘\‘\‘5
11. Construction Work In Progress (CWIP) Charge Distribution
Amount to
Retainage | Amountto be "Amount Held
Task Descripth Amourt To Acct. Paid Amourt to be Paid  |in Retainage Acct.
Ordes No. & Type Be Booked (Sew bedow for Seng) BUR 23020203
{Sub fedger- 8 digh Object Acct. | Object Acct. Object Acct. Object Acct.
& include type) 105280. X0 | 105275.00¢ | See Prev Cotumn _ 236200
50074876.W install of WM, 90% complete $251,484.30 $25,148.43 105275.31 $226,335.87 $25.14843
$0.00 $0.00 $0.00
$0.00 $0.00 30.00
$0.00 $0.00 $0.00
$0.00 $0.00 $0.00
$0.00 $0.00 $0.00
$0.00 $0.00 $0.00
Total CWIP Booked This Period $25,348.43 $226,335.87 $25,148.43
| JRetainage 10 be Held I o%] [ 325148437
11. Retirement Work In Progress (RWIFP) Charge Distribution
Amovnst Held
Retvement Work Amount To Amouvnt To Amount To n Retainage Acct.
. Task Description Be Booked Retoinage -
i Order No. RWIP Oty
{Sub ledger) Acct. 185275
$0.00 30.00
$0.00 $0.00
$0.00 $0.00
$0.00 $0.00
$0.00 $0.00
Tolal RWIP Booked This Pesiod $0.00 $0.00
H JRetainage 1o be Held ] 5% | $0.00 }
i Jiotal Retainage 1o be Held | V[ s259a833]
1V. Contract Retention Acconns:
BU¥: 200000t Obi/Acct.: 234200
TJask Ordes No. | Type Amount Amt to be Paid
Retainage ip be Paid
Retainage 1o be Paid
to be Paid
Retoinage 1o be Paid $0.00 N
JRetainage 1o be Paid $0.00 NS
TOTAL TO BE PAID THIS PERIOD ACH TRANSFER 6226.335.87

: V ~




B&F CONTRACTING, INC.
P.O. BOX 54785
PHOENIX, AZ 85078-4785
(623) 582-1170

FAX#(623) 582-3761 REVISED
DATE INVOICE NO.
12/14/2005 13309A
s s
o Arizona American Water H B & F Job No. 4242.05
L 19820 N 7th Street I Nauni Valley Drive
p Suite 201 P Water Main Replacement
Phoenix, AZ 85024 56th St. & Nauni Valley
T T
o O
R STION NO. PURCHASE ORDER NO. JERMS CONTRACT NO,
1 NET 30 DAYS
QUANTITY UNIT DESCRIPTION AMOUNT CURRENT BLLING
1.00| EA Work completed to date 90% $ 25148430
L(See attached details)

Contract Billing Summary

Confract amount $ 279,427.00
Invoice # 13309A (REVISED) $(226,335.87)
Balance Not Billed + (retention) .. $ 53,091.13

less 10% Retention | $ (25,148.43)
=-TOTAL ]S 226,335.87 |
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. W Arizona
Transmittal \\\\ American Water
To Brown and Caldwell Date September 6, 2005
Attn Jennifer Hill, P.E. From Brian A. Vandenson

nadress 201 E. Washington St., Suite 500 phone 623-445-2497

Phoenix, AZ 85004 RE Water Main Projects in Sun City West and Paradise
Valley (PV Fireflow Improvements Phase 2)

The Following Items Are Forwarded To You: ( X ) Attached ( ) Under Separate Cover

_ Copy of Letter Bid Package ____ Plans/Prints ____ Specifications

____ Contracts ChangeOrder __ Shop Drawings Other ATC - Nauni

eoPIES T NO. DESCRIPTION
1 Signed ATC application & $500 check (permit) — Nauni Valley Drive

These Are Transmitted As Checked Below:

For signature : x Foryouruse
T Approved as submitted T For review and comment
: Approved as noted o Prints retured after loan
__;_ Re-submit___copies for approval : Submit—_. copies for distribution
___ FORBIDS DUE ____ Asrequested
Dear Jennifer,

Please contact me at (623) 445-2497 if you have any questions.

American Water
19820 N. 7** Street

Regards, Suite 201

Phoenix AZ 85024
Brian A. Vandenson usa
Operations Engineer T +1 623-445-2400

F +1 623-445-2454
I www.amwaterxr.com

Cc: Joe Gross

L)

RWE ~ croue



http://amuater.com

Ammerican Water : . .Check No. -73031157
§_ ‘PO Box 5088 Check Date - os/oz/os
N 2 Mt. Laurel, HJ 08054 . A/P Phone 1-866-777-8426 (Opt 2,03, 1) Stub 10f. 1 7
.17 INVOICENO. DATE COMPANY NO./NAME REMARKS INVOICE AMOUNT {,
=3 000703812 090205 23 Arizona AWW ATC Application Permit_,. 500.00 ;(
»'l o e eeeaw - >L’_
; ; 500.00
1 9 ‘ {’I
N - e
N | {
‘\,é § g‘,
§ .

N 4
. (

.".’

23000188 Maricopa County Env Svc Dept

[ -

A N

p L

SS . - . . N "

’:} 3 00;100 *tii FUSANEN ai**j** *t-&* ) g:‘

| o y

|
*?3031157 3031202770 BOL35B8LB0OGW )

*See Reverse Side For Easy Opening Instructions*

American Water
PO Box 5088  RwdR
M. Laurel, NJ 08054

Maricopa County Env Svc Dept
1001 N Central Ave / STE 100
Phoenix AZ 85004

FCITONS 107 BUSINGSS « §O8-387-8050

w
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Maricopa County ATC Applicaﬁon |

Environmental Services

Application, Check List, Cover Paqe, Instructions, Fees, and
Application for Approval to Construct Water and Sewer Infrastructure
ATC

| | All Project Submittals go to Cindy Furze

Subdjvision Infrastructure & Planning Program Staff .

Cindy Furze — Project Specialist - 602-506-1058, fax 602-506-5813

Barbara LaSota ~ Subdivision Coordinator - 602-506-6675

Tom Chisholm, P.E. — Engineer {ATC review and Approval)

Wes Shonerd, P.E. - Engineer (Soils Reports, Master Plan, Conversions, and One Stop Shop Reviews)
Steven Borst, P.E. —~ Program Manager

Mailing Address:

Maricopa County Environmenlal Services Department
Subdivision Infrastructure and Planning Program
1001 N. Central Avenue, Suite 150

Phoenix, AZ 85004-1940

Note: hand deliver projects to the 7 floor Suite 711

| Application check list for Approval to Construct

{A] Cover Page for MCESD Projects - clear explanation of what type of review your firm wanis
from our depariment and how the fees apply to the project. {attached)

%c need to know on the cover page what you are requesting from us, even if you have spoken to one of us.
ATC Fees (attached) - Expedited Yes [X] No
(make checks payable to MCESD)

[X] Approval to Construct application (attached)

% Full size set of plans with every page sealed and signed by engineer.

L]

L]

water design report (must be sealed & signed by a registered engineer)

sewer design report (must be sealed & signed by a registered engineer)

sewer capacity letter (must be issued by the sewer ulility, not the engineer)
< Projects will not be accepted without a sewer capacity letter.

> Sewer Capacily Lelter - a statement, signed by the owner or operator of the sewage
treatment facility and/or down stream collection system affirming compliance in accordance
with R18-9-E301.C. '

> Operation and Maintenance Plan — there must be verification of an O&M Plan. Submittal of
the O&M Plan will be upon request.

*** The Department reserves the right lo request any other information ***

hitp://www.maricopa.govienvsvc/wwmd.asp
Revised 5/5/05 : DO NOT ALTER APPLICATION




}) Maricopa County ATC Application

Environmental Services

Application Instructions and fees for
Approval to Construct (ATC) )

P ATC Application Instructions ]

Page 1
. 1. Project Name - must be the same as on the engineered plans. This name will appear on the ATC centificate.
Project Description — what type of review you ase requesting from our depariment.
< You will receive an individual certificate for each component.
{Example: water line extension, Hift station, well site and/or any other component)

2. System information required:
Water Supply Provider - name of public water system that will be providing waler service lo the project,
Water PWS # - public water system number from the water supply provider.
Sewage Collection System Owner - name of sewage cofleclion owner, providing sewer service 10 the project. .
Sewage Treatinent Facility Owner - name of owner of treatment facility, may be different from the colleclion system owner.
Facility Name - name of sewage treatmenit facility.

3. Quantity:
Number of water and sewer connections - humber of conneclions on the project, if off site we charge the lower fee,

unless large number of connections.
Water and Sewer Linear Feet and Size — these tolals are included on the certificate our Depariment issues. TOTAL aRt
finear feet together on the L.F. Total fine.
Site — Cily, Town or County where project is located.
Section, Township, Range - information can be localed in the Phoenix Metsopolitan Sueet Allas.
Page 2
4. Name of Registered Engineer - segistered engineer who is the contact person for project. {Please print clearly)
Phone Number, Ext & Fax — phone humber, extension, and fax humber of registered engineer working on the projecl.
Email Address — email address for the regisiered engineer working on the project. :
5. Name of Engineering Firm as Registered with the AZ Board of Technical Registration - a m___mmm
that employees the project engineer
Mailing Address, City, State and Zip Code - mailing address of registered engineerng firm.
6. Applicant Name - must be a person with fiduciary responsibililies associated with the Company.
Job Title - examples: Owner, President or Vice President of Corporation/Home Owner Association, Manager.
Company Name - examples: Project owner, Corporation, Home Owner Association, Municipalily.
Mailing Address, City, State, Zip Code - localion of applicont, will be put on certificate.
Phone number, ext and fax - applicant’s phone, extension and fax number.
Email address — applicant’s email address.
7. Authorization — No one other than named applicant can sign the application unless there is a letter of authorization, attach.

ATC FEES
Public water supply system Sewer collection system
$250. | 150 or less connections Gravity Sewer only, including manholes
$500. 1 151 1o 300 conneclions $500. Serving 50 connections or less
$750. | 301 1o 450 connections $1000. | Serving 51 to 300 connections
$1000. | 451 to 600 connections : $1500. | Serving 301 or more connections
$1250. | 601 lo 750 connections Force Mains + Gravity Sewer
$1500. { 751 to 500 connections ‘ $800. Seyving 50 connections or less
{every 150 add $250.) $1300. Serving 51 1o 300 connections
Septic Soils and Hydrology Report $1800. | Serving 301 or more connections
$300. } 50 lois or Jess - _Other Co ts
$600. { 5110 100 lots $350. | Storage Tanks $500. | Master Plans
$900. | 101 to 150 lois $350. | Wells $250. | Reuse lines
$1200. | 151 to 200 lots $350. | Pressure Tanks $150. | Chiorination
[every 50 lots add $300. to the lotal for the project) $350. | Sewer Lift Station $150. Reissue (each
i *_{ component)
$350. | Boosler Stations $150. | Other
< Double the fee for expedited review.
< Any fee questions contact MCESD

Revised 5/5/05 . DO NOT ALTER APPUCATION




Division of Water and Waste Management
Subdivision Infrastructuse & Planning
{602) 506-1058

FAX {602} 506-5813

Environmentat Semces
Departmeni

1001 N. Central, Ste 150
Phoenix, AZ 85004

Application for Approval to Construct and/or
Provisional Verification of General Permit Conformance **
for
Water/Wastewater Facilities

4. Name of Registered Engineer: Jennifer Hill
Phone Number ({602) 567-4000 Ext Fax Number (602) 567-4001

Email address _jni118hnuncald. com

Name of Engineer’s Firm as Registered .
_ With The AZ Board of Technical Registration_ Brown and Caldwell

Mailing Address 201 E. Washington St., Suite 500

City Phoenix : State AZ Zip Code 85004
6. Applicant Name: prian Vandenson JobTile _gperations Engineer
{must be a person with fiduciary responsibilities associated with the Company)
{Please print legibly)

Company Name Arizona American Water

Mailing Address 19820 N. 7th Street, Suite 201

Cily __ phoenix State _ az 2ip Code gsqon
Phone Number (623)445-2497 Ext Fax Number (623) h445-2h45h
Email address i 8amvater '

7. Authorization

The applicant hereby authorizes the review of project plans as described for approval to construct
and/or provisi verification of conformance under General Aquifer Protection Permit 4.01.

é;.,é;.,::iz el \ Priac Vondonton /105

‘Please print name

** This application constitutes the Notice of Intent to Discharge referenced by R18-9-A301.B.

Revised 5/5/05 DO NOT ALTER APPLICATION



http://mwater.com
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EXHIBIT JMR-RB6

Decision No. 68303, dated November 14, 2005
Public Safety/Fire Flow plant accounting order




1 BEFORE THE ARIZONA CORPORATION COMMISSION
2 JJEFF HATCH-MILLER
| Chairman ' .
3 | WILLIAM A. MUNDELL  Asizona Corporation Commssxon
Commissioner
4 JMARC SPITZER DOCKETE '
~ Commissioner
5 JMIKE GLEASON NOV 14 2005
i Commissioner .
6 BKRISTINK. MAYES DOCKETED BY U/
Commissioner . _ , ) .
7 |
8 [IN THE MATTER OF “THE APPLICATION DOCKET NO. W-01303A-05-0704
| OF ARIZONA-AMERICAN WATER 8303
9 |COMPANY, INC.’'S REQUESTFORAN | DECISIONNO._ 68303
10 ’ ACCOUNTING ORDER AUTHORIZING .) PUBLIC SAFETY/FIRE FLOWS
| THE DEFERRAL OF COSTS ASSOCIATED
11 |WITH PUBLIC SAFETY/FIRE FLOW ACCOUNTING ORDER
§ IMPROVEMENTS IN ITS PARADISE -
12 }VALLEY WATER DISTRICT ' 4
; :
13 ] Open Meeting
November 8 and 9, 2005
14 }|Phoenix, Arizona ~
15 ||BY THE COMMISSION: -
16 On June 3, 2005, Arizona-American Water Company (“Arizona-American” or
17 }“Company”) filed a rate application, Docket No. W-01303A-05-0405, with the Arizona
18 | Corporation Commission (“Commission”) for a determination of the current fair value of its utility
19 plant and property and for increases in its rates and charges based thereon for utility service by its
20 [|Paradise Valley water district. Within that application was a request for an accounting order
21 | authorizing the deferral of capital costs incurred by the Company’s Paradise Valley system related
22 [to public safety associated with fire flows.
23 A hearing on the rate application is scheduled to commence on March 27, 2006.
24 Pursuant to Staff’s request to aid the Companyy in its request for expedited action, on _
25 5 October 5, 2005, the Company filed a request to bifurcate its rate application and to separate the
| ;
26 |l accounting order portion from the rate application. The Company requests an accounting order
27 ‘ authorizing the deferral of capital costs by the Company’s Paradise Valley system related to public
- 28 safety associated with fire flows.
; -
|
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The Town of Paradise Valley (“Town™) has requested the fire-flow improvements since
they are needed to reduce the nisk to life and property. Mr. Thomas M. Martinsen, the town
manager of the Town has requested expedited review. Town residents’ safety and the protection

|

of their property are highly dependent on this program.
* * * * * * * * * *

Having considered the Company’s application and Staff’s memorandum dated October 20,

2005, the Commission finds, concludes, and orders thaft:
. FINDINGS OF FACT

1. Arizona-American is a Class-A regulated water and wastewater utility which serves
| approximately 131,000 customers throughout the state of Arizona pursuant to various Certificates
of Convenience and Ngces;sity granted by the Commission to the Company and its predecessors in

‘ 3

2. The Company’s deferral request in this docket pertains only to the Comparny’s
| Paradise Valley water district, where the Company provides service to approximately 5,000
| customers in portions of Paracﬁse Vaﬂgy, Sooftsdale and unincorporated Maricopa County.
i 3. The Company seeks an accounting order in this proceeding authorizing the deferral
of capital costs and expenses it expécts to incur before these costs can be recbgnized in rates. An
| accounting order is a rate-making mechanism whereby a regulatory commission provides specific
| deferral authorization to treat éosts in a manner that differs from generally accepted accounting
principlw. Such a deferral mechanism, pursnant to an authorized accounting order, is permJtted
i under National Association of Regulatory Commissioners (“NARUC”) Uniform System of
| Accounts (“USOA”™) guidelines.
| 4. Arizona-American seeks an accounting order authorizing it to defer capital costs,
| specifically depreciation expense and “gross return” related to public safety/fire flow improvement
| facilities placed into service in Paradise Valley. | '

5. The Town has réquested the fire-flow improvements since the improvements are
needed to reduce the risk to life and property. ' ‘

Decision No. 68303
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6. ﬁe Company proposes to include capital expenditures for projects that a) improve
fire flows, b) produce no significant additional revenues, and c) do not materially reduce operating
i expenses. Records will be mamtamed to segregate the cost of eligible capital investments and
capital investments that would otherwise be made during the due course of the Paradise Valley on-
going operations.

. 7. Staff’s recommendation for approval of an accounting order for Arizona-American
is subject to the following conditions:

a) The deferral is limited to eligible Company expenditures in the Paradise Valley water
district related to public safety/fire flow.

b) The Company shall be required to prepare and retain accounting records sufficient to
permit detailed review, in a rate proceeding, of all deferred costs related to public
safety/fire flow improvement facilities.

¢) The deferral is related to projects that are revenue neutral. _

d) The deferral is related to projects that do not materially reduce operating expenses

e¢) The Company’s deferral is limited to depreclahon expense (at authorized
depreciation rates) and a post-in-service allowance for funds used during construction
(“AFUDC”), with the rate set at its cost of debt concurrent with the deferral period.

f) The post-in-service AFUDC will automatically cease when, and if, the related plant is
placed in rate base and recognized in a rate proceeding.

8. While issuance of an accounting order anthorizing deferral of the costs being

{ a regulatory asset.
9. A determination regarding the recovery of the deferral will be made in the |

Company’s instant rate case or the Company’s future rate cases for the Paradise Valley water
| district
CONCLUSIONS OF LAW
1. The Company is a public water service corporation within the meaning of Article”

XV of the Arizona Constitution and AR.S. §§40-250 and 40-252.
2. The Commission has jurisdiction over the Company and of the subject matter of the
application.

Decision No. 68303
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3. The cost deferral authorization granted herein does not constitute a finding or
determination that such costs are reasonable, appropriate, or prqdent.

4. It is in the public interest to allow the Company to record the capital costs for
projects that improve fire flows, produce no significant additional revenues, and do not materially

reduce operating expenses in a deferred account for the Paradise Valley water district, subject to

W 60 3 & v & W N

. the conditions recommended by Staff as set forth and discussed herein.

| | ORDER

IT IS THEREFORE ORDERED that the | application by Mzom—Aﬁmm Water
Company for an accounting order to improve fire flows for public safety is approved, anthonzmg

AFUDC with the rate set at its cost of debt concurrent with the deferral period, subject to the
conditions and reqmrements recommended by Staff, as descxﬂ;ed herein. B

IT IS FURTHER ORDERED that the cost deferral authorization granted herein does-not
constitute a finding or determination that the deferred costs are reasonable, appropriate, or prudent.

IT IS FURTHER ORDERED that this Decision shall not be construed as prowdmg the
| Anzona-Amenican Water Company any relief through rates with respect to the ultimate recovery
| of the above-authorized cost deferrals. _
| IT IS FURTHER ORDERED that the Company shall prepare and retain accounting records
| sufficient to permit detailed review, in a rate proceeding, of all deferred costs recorded as

! authorized above.

Decision No. 68303
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IT IS FURTHER ORDERED that a determination of recovery of the deferral will be made

in the Company’s instant rate case or the Company’s future rate cases for the Paradise Valley

| water district.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

Y )

" COMMISSIONER

. COMMISSIONER COl ONER

3
IN WITNESS WHEREOF, 1 BRIAN C. McNEIL, Executive
Director of the Arizona Corporation Commission, have
hereunto, set my hand and caused the official seal of this
Commission to be affixed at the Capitol, in the City of

Phoenix, this. ll_.[""v day of &‘Zﬂlﬂm Le v— . 2005.

Decision No. 68303
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Staff’s response to Cdmpany data request AAW 2.1




COMMISSIONERS A AP
JEFF HATCH-MILLER - Chalrman 4 =03 BRIAN C. McNEIL

WILLIAM A. MUNDELL Oyond —155‘17' Executive Director
MARC SPITZER T
MIKE GLEASON
KRISTIN K. MAYES ARIZONA CORPORATION COMMISSION
January 31, 2006
Craig A. Marks, Esq. Via E-Mail to Craig.marks@amwater.com
Arizona American Water Original Mailed

101 Corporate Center
19820 N. 7th Street, Ste. 201
Phoenix, AZ 85024

Re: Docket No. WS-01303A-05-0405
Arizona Corporation Commission’s Responses to
Arizona-American’s Second Set of Data Requests

Dear Mr. Marks:

Enclosed are Staff’s responses to Arizona-American’s second set of data requests to the
Arizona Corporation Commission in the above-referenced matter.  Please do not hesitate to
contact me if you have any questions regarding the responses.

Very truly yours,
W

Diane M. Targovnik
Attorney, Legal Division
(602) 542-3402

DMT:daw

Enclosures

cc: Darron W. Carlson
James Dorf

1200 WEST WASHINGTON STREET; PHOENIX, ARIZONA 85007-2027 1400 WEST CONGRESS STREET; TUCSON, ARIZONA 85701-1347
www.cc state.az.us
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ARIZONA CORPORATION COMMISSION STAFF
RESPONSES TO ARIZONA-AMERICAN WATER COMPANY’S
SECOND SET OF DATA REQUESTS

(Docket No. WS-01303A-05-0405)

January 31, 2006

AAW 21 Reference Igwe direct, p. 12 at 5 thru p. 14 at 4. Please identify the
entries included in the Company’s response to RUCO data request
9.03 that Staff believes should have been allocated to specific
operating districts, and ultimately lead to Staff Operating Expense
Adjustment No. 5.

Respondent: Darron Carlson

Response:  As per Igwe direct, p. 12 at 16, Staff reviewed the invoices supplied by the
Company. The entries mentioned in your data request do not provide
enough information to enable Staff to identify much beyond dates and
dollar amounts. Following find a summary of the items that Staff took
note of and believes should have been directly allocated to the district(s)
that benefited from the expenditure (and in a few instances notates other
reasons that would facilitate a recommendation of disallowance):

Pg.l 1-8

05/28/2004 West Valley View subscription $48.00
05/28/2004  ACC/City of Surprise lunch 85.92
06/14/2004 Wastewater collection review class 155.00
10/25/2004 Northwest Valley Chamber of Commerce 800.00
Pgl 9-15

12/31/2003  Wal-Mart — Anthem employee of Quarter 40.00
01/23/2004  West Side Food Bank 500.00
03/23/2004 Wal-Mart — Sun City employee of Quarter 25.00
07/11/2004  Target — Sun City employee of Quarter 25.00
09/15/2004  Target — Sun City employee of Quarter 25.00
Pg.1 18-36

None specific

Pg.2 62-67

08/31/2004  Interstate Battery — Northwest Valley Reclamation 84.01
08/13/2004 Interstate Battery — Northwest Valley Reclamation 106.26
08/13/2004 1P Steel — shade for Agua Fria lift station 396.00

10/06/2004  Buckeye Valley Chamber of Commerce 25.00




ARIZONA CORPORATION COMMISSION STAFF
RESPONSES TO ARIZONA-AMERICAN WATER COMPANY’S
SECOND SET OF DATA REQUESTS

(Docket No. WS-01303A-05-0405)

January 31, 2006

Pg.2 68

09/04/2004  Weed control bills - vague but list Agua Fria,
Litchfield, PHX OM Luke, etc. 2,600.00

Pg3 10-102
None specific
Pg3 71-84

12/03/2003  Diaz Lawn Maintenance — Repair Sun City main break ~ 701.50

Pg.3 94-9

01/13/2004  Ace Hardware — Anthem 30.06
01/13/2004  Ace Hardware — Anthem 29.30
01/19/2004  Chevron — propane for forklift New River 14.30
08/30/2004  Ace Hardware — Anthem 29.32
08/24/2004  Ace Hardware — Anthem 12.29
08/24/2004  Ace Hardware — Anthem 8.48
08/29/2004  Chevron - propane for forklift New River 17.64
10/11/2004  Southwest Rubber — hose for sludge truck 541.40
Pgd 1-17

08/02/2004 News West — Advertising in Bullhead City, Az. 766.48
Pg4 2

07/30/2004  Advertising bill to Sun City Water not Az-Am 542.52
Pgd 21-25

11/08/2004  Fennemore Craig — acquisition of Citizens 80.50
Pg4 26-31

None specific




Pg.4 32
08/31/2004

Pg.5 34

None specific

Pg.5 38
02/20/2004

PgS S1

Pg.5 53-60

12/11/2003
04/17/2004
09/30/2004

Pg.5 61-67

Not test year

03/12/2004
02/27/2004

Pg.6 68-74
03/11/2004

Pg.6 77-102

03/06/2004
10/02/2004

~

ARIZONA CORPORATION COMMISSION STAFF

RESPONSES TO ARIZONA-AMERICAN WATER COMPANY’S

SECOND SET OF DATA REQUESTS

(Docket No. WS-01303A-05-0405)

January 31, 2006

JRP Group - fee for hiring Engineer
(While not an issue of allocation — certainly this is a
non recurring expense)

Greenstripe Media — air time in Lake Havasu, Az.
Sabrosa District - New River

Woodenship — Northwest Chamber of Commerce ad
Woodenship — Bullhead City ad
Woodenship = Hardyville days ad

Wdodenship — November 2003 publication
Woodenship —Lake Havasu
Woodenship — Water Quality Notice - not PV

Direct Impact — small system CCRs

Diamond Ball - Wigwam Resort Litchfield Park, Az.

Southwest Valley Chamber of Commerce

33,000.00

672.00

700.00

615.50
445.13
426.50

5,298.14
1,150.00
590.00

129.50

5,000.00
150.00




ARIZONA CORPORATION COMMISSION STAFF
RESPONSES TO ARIZONA-AMERICAN WATER COMPANY’S
SECOND SET OF DATA REQUESTS

(Docket No. WS-01303A-05-0405)

January 31, 2006

Pg.7 103-140
02/27/2004  City of Goodyear — West Valley Water Coalition 2,500.00
04/15/2004  Sun City West, Az. 6,431.11
03/15/2004 Westmarc — dues 5,000.00
Quarterly AUIA dues 1250 X 4 —- 100% shareholder expense 5,000.00
Pg.8 141-154
10/11/2004  Fry’s — snacks Youngtown — Sun City 5.67
10/13/2004  Chick-fil-A — Youngtown — Sun City 4.00
10/14/2004  Chick-fil-A — Youngtown — Sun City 12.22
10/14/2004  Anthem Community Center 1,000.00
10/15/2004 TEC Learning — wastewater training 70.00
11/22/2004 IOWUA dues — 100% shareholder expense 2,000.00
Pg.8 155
None specific
Pg.8 157

NAWC dues — Az-Am made no deduction for 21,823.00

lobbying portion of dues & should be aware that
Commission requires such an adjustment.

Pg8 161-174

Extensive board member fees

Pg.8 178-185

Extensive board member fees and travel expenses.

Pg.10 212-230
01/12/2004 American Fence — fence rental in Anthem, Az. 176.22

Although there are many more entries in the miscellaneous account, the Company did not
provide any more invoices to substantiate expenses other than reviewed in the above noted

pages.
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EXHIBIT JMR-RBS

Documentation in support of Company Income Statement
Adjustment AAW-5




COMPANY: ARIZONA AMERICAN WATER
DISTRICT(S): PARADISE VALLEY DISTRICT
DOCKET NO: WS-01303A-05-0405

Response provided by: Joel M. Reiker

Title: Intermediate Rate Analyst

Address: 19820 North 7" Street, Suite 201
Phoenix, AZ 85024-1694

Company Response Number: RUCO 7.04

Q. Allocated Expenses — Further to RUCO data request 5.09 and with reference to
the Company’s response to provide documentation to substantiate the
Corporate Office costs, please review the response and accurately address
the question. Specifically;

a. Provide the ledger detail of all transactions in the aggregate total of
Management Fees totaling $6,598,018;

b. Provide the ledger detail of all transactions in the aggregate total of
Miscellaneous costs totaling $1,810,024;

c. Explain the discrepancy between amounts recorded on Company’s
workpaper “Corp Allocation.xls Details” for “Insurance Other Than Group” in
the amounts of $605,605 for 2004 Corp and $0.00 for 2004 Central Div and
the amounts recorded on workpaper #311 of $638,447 and workpaper #328
of $2,811;

d. Explain the discrepancy between amounts recorded on the Company’s
workpaper “Corp Allocation.xIs Details” for “Miscellaneous” in the amount of
$538,251 for 2004 Central Div and the amount recorded on workpaper #330
of $537,302;

e. Explain why the amount recorded on Company workpaper “Corp
Allocation.xls Details” for “Rent” in the amount of $141,181 for 2004 Corp is
not reduced by the amount of $14,593 as stated by the Company in its
response to RUCO data request 5.02 b & ¢; and

f.  Explain the type of costs that are included in the “Labor” category of
$1,154,237 versus the “Management Fees” Labor of $4,107,078 as recorded
on workpaper #310.

Page 1 1/18/2006
Z\RATES\Rate Cases\05 AZ Paradise Valley\Received Data Requests\RUCO 7\RUCO 7.04.doc




COMPANY: ARIZONA AMERICAN WATER
DISTRICT(S): PARADISE VALLEY DISTRICT
DOCKET NO: WS-01303A-05-0405

A. a. Please see \RUCO 7.04.a.pdf\.
b. Please see \RUCO 7.04.b.xls\.

c. The amount recorded on the Company’s workpaper \Corp
Allocation.xlIs\Details for AZ-Corporate, $605,605 is the amount recorded for
Arizona American Water — Total Company (see workpaper page 281). ltis
necessary to use this figure, rather than the AZ-Corporate amount of
$638,447 (see workpaper 311) because, while the gross amount is charged
to AZ-Corporate, the amounts transferred to construction are credited to each
district, and therefore not reflected on the AZ-Corporate income statement.
Therefore, it is necessary to use the amount reported on the Arizona
American - Total Company income statement.

d. The amount recorded on workpaper 330, $537,302, is the correct amount.

e. The amount, $141,181 for AZ Corp. should not be reduced by the amount
$14,593 because the amount, $14,593 was not charged to BU 2301 (AZ
Corp.), it was charged to BU 2320 (Cent. Div. Corp.). Therefore, the amount,
$19,971 for Central Div. Corp — Rent in \Corp Allocation.xls\, should actually
be reduced by the amount $14,593. The effect is the same. See \RUCO
7.04.e.pdf\.

f.  The amount, $1,154,237, charged to AZ Corp. and Central Div. Corp. is
related to the employees listed in the \Benefits\ tab in \Corp Allocation.xis\.
These employees work for Arizona American Water Co. and are located in
Arizona. Their position titles are listed in column ‘E’.

The amount, $4,107,078, for Management Fees labor is for Service
Company labor. Service Company labor includes the call center, accounting,
administration, audit, communications, legal, engineering, finance, human
resources, information systems/financial, operations, rates and revenues,
water quality, and risk management.

Page 2 1/18/2006
ZARATES\Rate Cases\05 AZ Paradise Valley\Received Data Requests\RUCO 7\RUCO 7.04.doc




COMPANY: ARIZONA AMERICAN WATER
DISTRICT(S): PARADISE VALLEY DISTRICT
DOCKET NO: WS-01303A-05-0405

Response provided by: David Weber

Title: Senior Financial Analyst

Address: 3906 Church Road
Mount Laurel, NJ 08054

Company Response Number: RUCO 5-02

Q. Income Statement — With reference to the Company’s response to RUCO data
request 3.06 and adjustment — B-3 and B-4 — to normalize and reclassify
office lease expenses, please provide additional documentation to
substantiate:

a. Test year rent expense of $24,086.30 (identify the general ledger account
where this amount was recorded);

b. The $18,241 adjustment to reclassify office-lease costs erroneously
capitalized in the test year; and '

c. ldentify the capital account number where the $18,241 was recorded in
the test year.

A.
a. The $24,086.30 was recorded to PVWC'’s account 931 ‘Rents Real Property’.
b. (andc.) The $18,241 was recorded $14,593 to Arizona-American Corporate
district’s account 931 ‘Rents Real Property’ and $3,648 to Arizona-American
Corporate district’s account 184 ‘Engineering Overhead’. [See attached
spreadsheet for listing of payments]

Page 1 1/18/2006
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EXHIBIT JMR-RBY

Decision No. 68302, dated November 14, 2005 — property taxes
Decision No. 68176, dated September 30, 2005 — property taxes
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BEFORE THE ARIZONA CORPORATION COMMISSION
Arizona Corporation Commission

LCOMMISSIONERS DOCKETED

JEFF HATCH-MILLER, Chairman

WILLIAM A. MUNDELL NOV 14 2005

MARC SPITZER , :

MIKE GLEASON DOCKETED BY b/ ‘

KRISTIN K. MAYES ' '

IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-01445A-04-0650

ARIZONA WATER COMPANY, Aé\llq ‘%SRI_I%)}*;

CORPORATION, FOR ADJUSTM

RATES AND CHARGES FOR UTILITY SERVICE | DECISIONNO. 68302

FURNISHED BY ITS WESTERN GROUP AND

FOR CERTAIN RELATED APPROVALS. OPINION AND ORDER

DATES OF HEARING: October 15, 2004 (Oral Argument) Tune 10 and 16,
2005 (Pre-Hearing Conferences), June 17 20 21 22 23
and 24, 2005

PLACE OF HEARING: Phoenix, Arizona

ADMINISTRATIVE LAW JUDGE: Teena Wolfe

IN ATTENDANCE: | Kristen K. Mayen, Commissioner

APPEARANCES: Norman D. James and Jay L. Shapiro, FENNEMORE

CRAIG, and Robert W. Geake, Vice President and
- General Counsel on behalf of Arizona Water Company;

. Marvin S. Cohen SACKS TIERNEY on behalf of
- Pivotal Group, Inc.;

" Joan S. Burke and Danielle D; Jamtch, 'OSBORN
. MALEDON, on behalf of the City of Casa Grandc

- Daniel Pozefsky, on behalf of the Resrdennal Utlhty
- . Consumer Office; and o

- Trmothy J. Sabo and Diane M. Targovmk Attorneys
" Legal Division, on behalf of the Utilities Division of the '
- Anzona Corporatlon Commxssxon

L ’_: INTRODUCTION kN _ -
" On September 8, 2004 Anzona Water Company (“Anzona Water” “Cornpany; \ or'-.
“Apphcant’) ﬁled the above-captloned apphcatron wrth the Anzona Corporatron Comrmssxonr

(“Commxssron") requcshng a rate mcreasc for the Company s Westem Group systcms Anzona

| SATWolfe\AWC6S0MWCOZOdoc - - - T
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DOCKET NO. W-01445A-04-0650
involved, and a comparison to other cases, we find that it is reasonable to allow rate case expense of
$250,0001n this case, amortized over three years.

E. Property Tax Expense

The methodology used by the Company and Staff to estimate property tax expense, which is
to use adjusted test year revenues and the projected revenues under the newly approved rates as
inputs to the ADOR assessment formula, is the same methodology adopted in numerous prior cases
over the objections of RUCO.'® RUCO proposes, as it has many times before, to instead use
revenues from the test year and the two years prior to the test year to calculate property tax expense
(Tr. at 1003). RUCO has not demonstrated a basis for departure from our prior determinations on
this issue. RUCO's argument regarding regulatory lag (RUCO Br. at 14, RUCO Reply Br. at 7-8)
has been advanced and rejected (see Rio Rico Utilities, Decision No. 67279 (October 5, 2004)).
Regulatory lag is inherent to the regulatory process, working sometimes to the benefit of ratepayers
and sometimes to the benefit of shareholders. Its existence does not provide a justification for
understating a utility's property tax expense. RUCO’s calculation methodology, which uses only
historical revenues, unfairly and unreasonably understates property tax expense, and is therefore
inappropriate for ratemaking purposes. The Company and Staffs calculation for property tax
expense yields the best estimate of Anzona Water's property tax expense for the period in which new
rates will be in effect. F

Based on the revenue requirement we adopt herein, and utilizing the methodology adopted by
the Commission in our prior Decisions, an allowance will be made for property tax expense fn the

amount of $768,963 on for the Western Group systems. This figure includes an estimation of the

" E.g., Chaparral Gty Water, Decision No. 68176 (September 30, 2005) (finding that RUCO's calculation methodology,
which uses only historical revenues, unfairly and unreasonably understates property tax expense, and is therefore
inappropriate for ratemaking purposes); Rio Rico Ulilities, DecisionNo. 67279 (October 5, 2004) (finding that use of only
iistoric revenues understates the expense level); Arizona American Water Company, Decision No. 67093 (June 30, 2004);
Bella Vista Water Company, Decision No. 65350 (November 1, 2002); Arizona Water Company, Decision No. 64282
:December 28,2001). RUCO has not appealed any of these Decisions.
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BEFORE THE ARIZONA CORPORATION COMMISSION
Arizona Corporation Commission
COMMISSIONERS DOCKETED
JEFF HATCH-MILLER, Chairman
WILLIAM A. MUNDELL SEP 3 02005
MARC SPITZER :
MIKE GLEASON DOCKETEDBY |ojf.
KRISTIN K. MAYES : e B
IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-02113A-04-061 6
CHAPARRAL CITY WATER COMPANY, AN
ARIZONA CORPORATION,FOR A 68176
DETERMINATION OF THE CURRENTFAIR DECISION NO.
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES FOR UTILITY SERVICE :
| BASED THEREON. OPINION AND ORDER
DATE OF PRE-HEARING CONFERENCE: May 26,2005
{1 DATE OF HEARING: May 31, June 1,June 6 and June 8,2005
PLACE OF HEARING: Phoenix, Arizona
ADMINISTRATIVE LAW JUDGE: Teena Wolfe
IN ATTENDANCE: . Kristen K. Mayes, Commissioner
APPEARANCES: Norman D. James and Jay L. Shapiro,
FENNEMORE CRAIG, on behalf of
Chaparral City Water Company;
Daniel Pozefsky, on behalf of the
Residential Utility Consumer Office; and
- David Ronald, Staff Attorney, Legal
Division, on behalf of the Utilities
Division of the Arizona Corporation
Commission.
BY THE COMMISSION:
L INTRODUCTION
A, Procedural History
On August 24, 2004, Chaparral City Water Company (“Chaparral City” or “Company”) filed
with the Arizona Corporation Commission (“Commission”) an application for a determination of the | ‘
surrent fair value of its utility plani and property and for increases in its rates and charges for utility |
| $\TWolfe\WateaRatesOrd\ClassAD406 16 doc : -1




DOCKET NO. W-02113A-04-0616

5. Purchased Power Expense o

The Company proposes that purchased power expense should be adjusted to take into account

‘ecent rate increases of Salt River Project (“SRP”) and Arizona Public Service Company (“APS™) |
‘* § Bourassa Rj. at 17). Staff agrees with this adjustment (Moe Sb. at 16). RUCO opposés this
wdjustment claiming that the increases in power rates are too far outside the test year (Moore Sb. at
1 1). The SRP and APS rate increases are known and measurable expenses. The adjustment proposedv

vy the Company and Staff is appropriate and will be adopted, for total purchased power expense of |-

g |3510,947.
1C 6. Property Tax Expense
11 The Arizona Department of Revenue (“ADOR™) determines the value of utility property for A

2] x purposes using a formula that is based on the utility’s historical revenues. The Company and

13 haff propose to follow recent Commission Decisions’ to use adjusted test-year revenues in the

14
pplication of the ADOR formula in order to determine allowed property tax expense (Bourassa Rj.

i 15
P t 16; Moe Dt. at 19). RUCO continues to disagree with the Commission’s use of adjusted test year

17| :venues in the application of the ADOR formula for estimating property tax expense for ratemaking |
18 | urposes, and argues that only historical revenues should be used.
19 In an attempt to support its argument, RUCO compared the results of its methodology, using

200 Company’s historical revenues for the years 2001, 2002 and 2003, with the results of the |

21 ommission’s methodology, using the Company’s historical revenues and adjusted test year
Z :venues, in order to predict the property taxes assessed by ADOR in 2004 (see Hearing Exhibit R-2),
24 id asserts that because its methodology more accurately predicted the actual 2004 tax assessment,
25

:.g., Rio Rico Ultilities, Decision No. 67279 (October 5, 2004) (finding that use of only historic revenues understates the
26 pense level); Arizona Water Company, Decision No. 64282 (December 28,2001) (accepting Arizona Water Company’s
operty tax calculation, which included proposed revenues); Bella Vista Water Company, Decision No. 65350
27 lovember 1, 2002) (concluding that “the most logical approach is to use the two most recent historic years® revenues,
d the projected revenues under the newly approved rates”); Arizona American Water Company, Decision No. 67093

28 me 30,2004).

68176
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DOCKETNO. W-02113A-04-06 It
that the Commission should adopt its approach (RUCO Br. at 8-9). We do not agree. Exhibit R-
does not, and cannot, include a comparison of resuits of RUCO’s backward-looking methodolog)
with results of the Commission’s approach for any years beyond 2004, because the actua
assessments for the years following 2004 are unknown. What is known is that any revenue increast
approved in this proceeding will increase the Company’s property taxes, barring the occurrence o:
very extraordinary circumstances. ADOR will never again use the inputs of revenues for the year:
2001, 2002 and 2003, the years RUCO advocates using in this proceeding, to determine property tax

evels for Chaparral City. RUCO’s calculation methodology, which uses only historical revenues.

™

1¢ | mfairly and unreasonably understates property tax expense, and is therefore inappropriate for

11 | atemaking purposes.

12 As we have repeatedly found, the input of known revenue increases is necessary in order to
13 airly estimate property tax expense for ratemaking purposes. RUCO has not demonstrated in this
:: oceeding a basis for departure from our prior determinations on this issue.> We will therefore adopt
| 16 he recommendations of the Company and Staff to follow recent Commission Decisions to uge

]7' djusted test year revenues in determining property tax expense.
18 The legislature recently enacted Arizona House Bill 2779, which will gradually lower the

19} ssessment ratio for Class 1 properties, such as utility property, from 25 percent to 20 percent over a

20} -y year period, by means of a reduction in the assessment ratio of % ;}ercent a year. Assessment
21 atios are applied to full cash value to derive an assessed value on which property tax is applied (Tr.
Z t 643). Although the new assessment ratios are known, their actual effect on the amount of property
24 ixes assessed in the future is ﬁnknown, because unlike the assessment ratios which are set by the

25 | :gislature, actual property tax rates are set by counties and other governmental entities (Tr. at 643,

26 | 45). As requested, the parties introduced schedules at the hearing that estimate the impact of HB
27
28

RUCO has not appealed prior Commission Decisions rejecting its proposed methodology.

68176
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DOCKET NO. W-02113A-04-06k
2779 on the Company’s property tax expense level (see Hearing Exhibits A-26, R-8, S-15). The
schedules show that even if property tax rates were to remain constant, the effect of calculating HE
2779’s lower assessment ratios into property tax estimates would have a de minimus effect on rates i
this case (see Tr. at 596; 644). No party recommended that its property tax calculationbe amended.
Based on the revenue requirement we adopt herein, and utilizing the methodology adopted by
‘he Commission in our prior Decisions for the reasons set forth herein, an allowance will be made fo
sroperty tax expense in the amount of $299,495.
7. Depreciation Expense
The Company’s application showed test year depreciation expense of $920,648. The
Zompany did not perform a depreciation study, but chose instead to base its depreciation rates or
Staffs developed typical and customary depreciationrates (Bourassa Rb at 2, Rj. at 17). Based on its
sroposed plant in service amounts, the Company proposed test year adjusted depreciation expense of
$1,432,828 (Bourassa Rj. Sched. C-1, p. 1). Staffaccepted the Company’s use of Staffs developed
ypical and customary depreciation rates to calculate its proposed test year adjusted depreciation
sxpense of $1,365,295, based on its proposed plant in service (Moe Sb. Sched. JRM-24). RUCO
iisagrees with the use of Staffs developed typical and customary depreciation rates and proposes the
1se of a different set of depreciation rates instead, as discussed in Section Xl hereinbelow. Using its
yroposed depreciation rates, RUCO proposed test year adjusted depreciation expense of $1,113,339,
vased on its proposed plant in service amounts (Moore Dt. Sched. RLM-10, p. 1 of 2). Applying
RUCOQO’s proposed depreciation rates to the plant in service amounts approved herein would result in
est year adjusted depreciation expense of approximately $1,139,194. Consistent with our discussion
f appropriate depreciation rates in Section XI hereinbelow, we adopt test year adjusted depreciation
xpense of $1,432,828, based on the plant in service amounts authorized herein and using the

lepreciation rates proposed by the Company and Staff.
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The 2004 American Water Annual Incentive Plan

The 2004 American Water Annual Incentive Plan (AIP) recognizes the opportunity and
the accountability we share for achieving our goals. Your accomplishments have helped
to build American Water’s success to this point, and the AIP will reward you for the
contribution you make to the achievement of our goals.

Who Is Eligible for the 2004 AIP

As in our previous plan, all full-time management, professional and technical employees
(exempt from overtime) in American Water are eligible to participate in the 2004 AIP.

Eligible employees who join American Water before September 30 of a plan year

(January 1 — December 31) are also eligible to participate in the plan on a prorated

basis.

Eligible employees seconded from RWE/Thames Water will participate in the plan for
the duration of their secondment.

Your Award Opportunity

Your award opportunity is based on your role. Your manager will confirm your award
opportunity to you in writing.

If you are promoted during the plan year to a position with a higher award level, your
opportunity will be prorated to reflect the full months at each award level. Similarly, if
you are reclassified to a position with a lower AIP award level, your award opportunity
will be prorated to reflect the full months at each award level.

C:\DOCUME-1WICKITRTGRLOCAL §-I\TEMPANOTE S6030C8\AW AIP BROCHURE 2004 V2.DOC 2
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What the Plan Measzires

The AIP is designed to reward participants for the performance results they and the
Company attain during the plan year. There are three performance components:
financial, operational and individual.

The Financial component includes two new measures — Value Added and Free
Cash Flow 1.

Goals will be set for the business unit in which you work based on the 2004 business
plan. In 2003, goals were set at your work and at the next higher organizational
level; in 2004, financial goals will only be based on your business unit level, e.g.,
California American.

The Operational component includes performance measures tied to the American
Water balanced scorecard through which customer service, environmental and
health & safety measures and goals, as appropriate to your role, are the key
performance indicators. Those in American Water Business Center roles in
Voorhees will have a mix of financial and individual measures, but no Operational
component.

The Individual component includes objectives (Key Performance Indicators) within
the company performance management process.

Financial Measures Operational Measures Individual Measures
» Value Added Examples include: » 5 Key Performance
» Free Cash Flow *  Customer Service — This will Indicators (KPI's) to be
make up 50% of the total agreed by AIP participant
operational component. This and thexr manager by the end
measure deals with services of April.
that directly benefit the
customer.
* Environmental
= Health & Safety
...as applicable to your business
unit and role
C\DOCUME~1MCKITRTGLOCAL S~NTEMPANOTE S6030C8\AW ATP BROCHURE 2004 V2.00C 3
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A Note on “Value Added” and “Free Cash Flow I”

In the 2003 AIP Plan, the measures were Operating Result and Net Debt. For 2004,
we've chosen Value Added and Free Cash Flow | as the measures for the Financial
component of the AlP because they are critical gauges of our business success, and
are now the standard used by RWE. Here’s how we define these new terms.

=  Value Added

> An established measure which reflects the contribution made by a business unit
to the Group, relative to its cost of capital
> ltis calculated using operating result and operating assets

* Free Cash Flow |

> An important operating figure that is also linked to net debt performance.

> lItis defined as the cash flow from operating activities (after interest and tax) plus
capital expenditure. It does not include the impact of financial restructuring or
any impact of acquisitions or disposals.

Each measure has equal weighting and business plan performance will deliver half the
relevant financial bonus element. Therefore, if only one measure is met, there could be
a potential award under the plan.

Each performance measure has a straight-line payment profile, with the mid-point
defining “on-target” performance, i.e. 100%. The slope of the payment profile is

- determined by reference to the volatility (inconsistency) associated with the measure.

For Value Added, volatility is determined by potential variations in operating result; for
Free Cash Flow | (“FCFI”), volatility is determined by Earnings Before Interest Tax
Depreciation and Amortization (EBITDA).

In all cases, the 2004 plans have been adjusted for the capital expenditure challenge
that we have set as a company.

CADOCUME~TMCKITRTGLOCALS~NTEMPINOTESG030CEAW AIP BROCHURE 2004 V2.D0C 4
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| ’ How Your Award Is Weighted

Your award opportunity is based on up to three performance components, depending
on your role. You can earn part of your award for each component independent of the
others. That means you can receive an award based on all, some or none of the
applicable components, depending on actual performance results.

Note that the American Water Board reserves the right to determine whether incentives
are payable to any individual or group of individuals. The Board may withhold all
incentive payments in exceptional circumstances, such as failing to meet minimum
financial goals. In any case, individuals who do not meet our performance expectations
will not be eligible to receive an incentive award.

The portion of your award opportunity you can earn for each component is reflected in
weightings assigned to each, based on your role in the organization, as the following

chart shows.
Your Financial Your Operational And your Individual
component component component
If your position is... weighting is... weighting is... weighting is...
Regional Managing 70% 20% 10%
Directors & their direct
reports*
’ Business Center 70% N/A 30%

) employees (Voorhees,
Procurement, IT,
Belleville, SSC)

Other eligible 60% 25% 15%
management and
exempt employees
* (Does not apply for administrative or short-term special assignment employees who report to Regional Managing
Directors. Those individuals would fit under the “other ehgable management and exempt employee category in-the
chart above )

Note that award opportunities for all Business Center (Voorhees) roles will have a mix of
Financial and Individual measures, but no Operational component.

Your manager will discuss these with you and confirm in writing the measures and
weightings that apply to you.

CADOCUME-~1MCKITRTGLOCAL S-1TEMPANOTES6030CBVAW AIP BROCHURE 2004 V2.00C 5
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’ How the Weightings Come Together

Here is an example of how the three performance components and their weightings
come together. As you can see, the measures within each component are also
weighted.

The weightings within the financial component are always based on your business unit
measures of Value Added and Free Cash Flow |, to determine the portion of the
financial component award opportunity that is payable.

You will receive a graph for your business unit. Each will detail the percentage of your
financial award opportunity payable at a given level of combined Value Added and Free
Cash Flow | achievement, ranging from a minimum level of achievement that qualifies
for an award up to the maximum level. The closer actual results come to target
financial performance, the higher the award for the financial component.

EXAMPLE

50% 50%
Key

Performance
Indicators
(KPls) to be
agreed on by
AlP participant
and manager
by the end of
April.

- Value Added Free Cash Flow }
— 25%

Performance

Regional or Business Unit Balanced Scorecards Ma;‘:)%i’::m

(Business Objectives and Outcomes) (Individual
Objectives &
Outcomes)

CADOCUME~IMCKITRTGULOCALS~NTEMPINOTE SE030C8VAW AIP BROCHURE 2004 V2.00C 6
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Performance You Can Impact

We believe it's essential that participants be accountable for, measured on and
rewarded for performance that they can directly impact or influence. That's why
performance measures for the financial component are based on your local or *home”
organization, i.e., the business unit where you work.

Similarly, the operational and individual measures and goals that apply to you will reflect
your role. Your manager will review and discuss all applicable financial and operational
measures and goals with you.

Individual Performance

The individual performance will be assessed using American Water's Performance
Management and Development Review (PDR) process. This process has been
revised to align with the new Balanced Scorecard. The first section of the PDR form
contains a scorecard in which your individual Key Performance Indicators (KPls) will be
documented. KPIs are individual performance objectives. You will jointly identify and
agree to your individual KPls and relative weightings to be achieved during the year with
your direct supervisor.

In overview, the PDR requires each individual to have 5 KPIs agreed at the beginning of
2004. The KPIs should be specific and measurable and linked to the Balanced

- Scorecard. Each KPI needs to be weighted (out of 100%) according to its importance
relative to other KPIs. In this way excelling at your highest priority KPI, which has the
heaviest weighting, will drive a bigger award. At least one of the KPls should be linked
to a personal development objective. . At the beginning of 2005, a structured
performance review will be conducted to determine how well individuals performed
against their KPIs in 2004.

The percentage amounts paid for varying levels of achievement against each KP}
should be as follows:

Performance Category Percent Amounts
e Target not achieved 0%
o Target partially achieved 25%
e Target largely achieved 75%
o Target fully achieved 100%
e Target exceeded Up to 120%

Percentages other than these are possible. However, percentages must be expressed
in 5% increments (so for example 50% would be a valid scoring, 51% would not).
When targets are exceeded a percentage of up to 120% can be defined. This should
be used only in cases of exceptional and outstanding performance against KPIs. If an
individual received a “too soon to rate” on their PDR they would not be eligible for an
AIP award.

CADOCUME~1TWCKITRTGLOCALS~NTEMP\NOTE S6030CB\AW AP BROCHURE 2004 V2.00C 7
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How Your Payout Is Determined
At the end of the year, the amount for each component is based on performance

against each goal within the component and its relative weighting. Here is a simplified

way to think of it. :

Financial Weighting
Performance X Factor
Operational Weighting
Performance X Factor

X

Total

- Incentive
Award $%

Individual Weighting

Performance Factor

CADOCUME~TMCKITRTCULOCAL S~NTEMPANOTESE030CB\AW AP BROCHURE 2004 V2.D0C
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Target Bonuses

As part of American Water’s alignment with RWE'’s incentive processes, the focus of the
bonus communication in the future will be on “target bonus.” Target bonus is defined as
the bonus paid at 100% for both company and individual awards. This means business
plan is achieved for the company and operational element, and the employee has met
his/her objectives for the individual element.

It is theoretically possible in the design to generate a combination of company and
individual performance that would allow greater bonuses than the agreed maximums.
However, the Company will cap the awards at a maximum percentage. The following
example will illustrate how the award is calculated.

EXAMPLE:

Regional Employee (other than a Regional Managing Director or their direct report) with
an AIP target of 17.3% and 11.5% of their base pay. Example illustrates 100%
achievement on each AIP performance component and how it totals each employee’s
AP Target. Since it is possible to exceed 100% of each AIP component the company
has established a maximum for plan participants. The “Maximum” column illustrates
the maximum award for employee 1 and employee 2. " Meet Business Plan + 100%
of personal KPls met. @ Maximum is defined as exceeding Business Plan

60% 25% 15%
Financial Operational | Individual
Component Component | Component
AlP

Value Free Cash | Operational | Individual | Target " | Maximum®

Added Flow |
Emp. 1 5.2% 5.2% 4.3% 2.6% 17.3% 22.5%
Emp. 2 3.5% 3.5% 2.9% 1.7% 11.5% 15.0%

M Meet Business Plan + 100% of personal KPIs met
2 Maximum is defined as exceeding Business Plan

Adjustments for uncontrollable events

The financial data included in the appendices has been prepared on the basis of the
business plans agreed in 2003, using the assumptions set at that time. As in previous
years, the actual results used for assessment will be amended to reflect the impact of
events that are not considered to be within the control of local management. Any such
amendments will require the explicit approval of the Water Division Finance Director,
and where material the Board of RWE Thames Water plc, whose decision will be final.
The following items are those most likely to be considered for amendment:

CADOCUME~-TWICKITRTGUL OCAL S~ INTEMPANOTE SEU30CEBWW AIP BROCHURE 2004 V2.D0C 9
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o The impact of movements in foreign exchange rates

e The impact of changes in intra-group recharges
Disposal/acquisition of businesses not anticipated in the business plan, but
subsequently mandated by the Board of Directors

Award Payments

To be eligible to receive an AlP award, you must be actively employed at the end of the
plan year for which the award is earned. However, in case of disability, retirement, layoff
or death during the plan year, a prorated award based on full months’ participation in
the plan may be payable. Note that no AIP awards are payable if termination is for
cause. :

if you become eligible to join the AIP during a plan year, any payout for that year will be
prorated to reflect the number of full months you participated in the plan.

Awards are usually determined and paid in cash as soon as practical after RWE's
release of financial results. Payments will be made by the end of the first quarter of the
following year. Appropriate taxes will be withheld from awards.

The American Water Board reserves the right to determine whether incentives are
payable to any individual or group of individuals. The Board may withhold all incentive
payments in exceptional circumstances, such as failing to reach minimum financial
goals. Individuals with poor performance will not be eligible to receive an incentive
award.

Rewarding Achievement

Our AIP goals are challenging, but with your focus and contributions and effective
teamwork, they can be achieved. Remember, your individual resuits do matter; our
overall performance is the collective results of all AIP participants.

It's important that you clearly understand your goals, how we're performing against the
goals, and how the AIP works so you know how you personally affect our performance.
Be sure to talk to your manager or your local HR representative if you have questions.

This brochure describes the 2004 American Water Annual Incentive Plan. The Plan Administrator, whose
decisions will be final and binding, will determine interpretations of the Plan. The Company reserves the right
to amend, modify, or discontinue the Plan during the plan year or at any time in the-future. Participation in the
Plan does not convey any commitment to ongoing employment. If there are any differences between the
information contained here and the Plan Document, the Plan Documents will govern.
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The 2005 American Water Annual Incentive Plan

The 2005 American Water Annual Incentive Plan (AlP) recognizes the opportunity and the
accountability we share for achieving our goals. Your accomplishments have helped to build
American Water’s success to this point, and the AIP will reward you for the contribution you
make to the achievement of our goals.

Who Is Eligible for the 2005 AIP

As in our previous plan, all full-time management, professional and technical employees
(exempt from overtime) in American Water are eligible to participate in the 2005 AlP.

Eligible employees who join American Water before September 30 of a plan year (January 1
— December 31) are also eligible to participate in the plan on a prorated basis.

Eligible employees seconded from RWE/Thames Water will participate in the plan for the
duration of their secondment. Target levels for assighees seconded from the UK/Germany
are aligned with incentive opportunities for UK or German based employees to maintain the
"home country terms and conditions” approach adopted for assignees.

Your Award Opportunity

Your award opportunity is based on your role. Your manager will confirm your award
opportunity to you in writing. Any award you earn is based on your salary as of December
; 31, 2005.

If you are promoted during the plan year to a position with a higher target level, your bonus
plan will be prorated to reflect the full months at each award level. Similarly, if you are
reclassified to a position with a lower AIP award level, your bonus plan will be prorated to
reflect the full months at each award level.

CADOCUME~NREIKERJMLOCAL S~INTEMPWOTES2CBBSO\AIP BROCHURE.2005.8 15 05.00C 2




What the Plan Measures

The AIP is designed to reward participants for the performance results they and the Company
attain during the plan year. There are three performance components: ‘Company’ (financial),
‘Operational’ and ‘Individual’.

* The Company component is based on two key measures — Value Added and Free Cash
Flow l. (See next page for definitions of these measures.)

You will have performance targets set at your business unit/regional level. Your AIP letter
will provide you with your Company component targets.

* The Operational component includes performance measures tied to the American Water
balanced scorecard through which customer service, environmental and health & safety
measures and goals, as appropriate to your role, are the key performance indicators. If
you were in American Water Business Center roles in Voorhees will have a mix of
financial and individual measures, but no Operational component.

* The Individual component includes Performance Targets (KPIs) as agreed by you and
your manager within the companywide standard performance management process.

Financial Measures Operational Measures Individual Measures
* Value Added Examples include: * 5 Performance Targets
.| » Free Cash Flow | = Customer Service — This will (KPls) agreed by AIP
’ make up 50% of the total participant and their
manager.

operational component. This
measure deals with services
we provide that directly
benefit the customer.

=  Environmental
» Health & Safety

...as applicable to your business
unit and role
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Company (Financial)

A Note on “Value Added” and “Free Cash Flow I”

For the 2005 AIP, we will continue to use Value Added and Free Cash Flow | as the
measures for the Company component of the AIP because they are critical gauges of our
business success, and they are now the standard used by RWE. Here’s how we define these
terms.

» Value Added

» An established measure which reflects the contribution made by a business unit to the
Group, relative to its cost of capital
> Itis calculated using operating result and operating assets

= Free Cash Flow

> An important operating figure that is linked to net debt performance.
~ > ltis defined as the cash flow from operating activities (after interest and tax) plus
capital expenditure. It does not include the impact of financial restructuring or any
impact of acquisitions or disposals.

Each financial measure is independent of the other and has equal weighting. Business
performance in relation to the business plan will deliver half the relevant financial bonus
element. If only one financial measure is met, there could be a potential award under the
plan.

Awards are calculated on a straight-line basis between each target and range from an award
of 50% - 150% of target with no award for performance below 50%. The two elements can
cross-subsidize each other and it is only the overall Company (financial) bonus which is
capped at 150%.

Example :

Free Cash Flow 1 Result 175%

Value Added Result 110%

Combined Company Bonus Resulit (175% + 110%) + 2 = 142.5%
CADOCUME~1\REIKERJIMILOCAL S~N\TEMP\NOTES2CBBS50WIP BROCHURE.2005.8 15 05.00C . 4




How Your Award Is Weighted

Your award opportunity is based on two or three performance components (see page 3),
depending on your role. You can earn part of your award for each component independent of
the others. That means you can receive an award based on all, some or none of the
applicable components, depending on actual performance results.

Note that the American Water Board reserves the right to determine whether incentives are
payable to any individual or group of individuals. The Board may withhold all incentive
payments in exceptional circumstances, such as failing to meet minimum financial goals. In
any case, individuals who do not meet their performance expectations will not be eligible to
receive an incentive award.

The portion of your award opportunity you can earn for each component is reflected in
weightings assigned to each, based on your role in the organization, as the following chart
shows. The award has a target and a maximum opportunity.

BUSINESS CENTER
2005
Company (Financial) : Target
VA FCF1 Individual | - Opportunity
4.325% 4.325% 8.65% - 17.30%
2.875% 2.875% 5.75% . 11.50% .
0.950% 0.950% 1.90% - .3.80%.
REGION
2005
Company (Financial) Target
VA FCF1 Individual | Operational Opportunity
4.325% 4.325% 4.325% 4.325% 17.30% -
2.875% 2.875% 2.875% 2.875%
0.950% 0.950% 0.950% 0.950%

Note that award opportunities for all Business Center (Voorhees) roles will have a mix of

Financial and Individual measures, but no Operational component.

Your manager will discuss these with you and confirm in writing the performance measures,

weightings and target maximums that apply to you.
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How the Weightings Come Together

Here is an example of how the three performance components and their weightings come
together. As you can see, the measures within each component are also weighted.

EXAMPLE

% %
Individual Financial
Varies Varies

50% 50%

— 50%

Performance Targets (KPIs) to be
agreed on by AIP participant and
manager. Some individuals may
have an additional financial
component under their individual
component.

Value Added Free Cash Flow |

— 25%

—25%

: Performance Management
Water Division/Regional or Business Unit Balanced Scorecards Process

. - (Individual Performance Targets
(Business Objectives and Outcomes) aligned with the company

balanced scorecard)

’
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Operational

Operational components are performance measures tied to the American Water scorecard.
Customer Service makes up 50% of this component and is measured on a state by state
basis. All other operational components are measured on a regional basis.

Operational components are evaluated on a range from 0 to 120%.

Performance You Can Impact

We believe it's essential that you are accountable for, measured on and rewarded for
performance that you can directly impact or influence. For 2005, this means that a much
larger part of your AIP is dependent on individual performance measures.

You and your manager need to work together to agree on your individual performance
targets. These targets can be based on financial, customer related or operationally based
and should relate back to the balanced scorecard for your business unit or region and should
directly reflect your role.

Individual Performance

Individual performance will be assessed using American Water's Performance Management
~and Development Review (PDR) process. This process has been revised to align with the

- Balanced Scorecard. The first section of the PDR form contains a scorecard in which your

-individual Performance Targets will be documented. You will jointly identify and agree to
your individual Performance Targets and relative weightings to be achieved during the year
with your direct supervisor. You should have already agreed these as part of the annual
performance management review so attaching the AIP component to them should be straight
forward.

In overview, the PDR requires each individual to have 5 Performance Targets. The
Performance Targets should be specific and measurable and aligned with the Balanced
Scorecard. Each target needs to be evaluated on a range of 0 to 120% according to its
importance relative to other targets. In this way excelling at your highest priority target, which
has the heaviest weighting, will drive a bigger award. At least one of the targets should be
linked to a personal development objective. At the beginning of 2006, a structured
performance review will be conducted to determine how well you performed against your
targets in 2005. It will be the Performance Scorecard Summary Rating for these 5
Performance Targets and NOT the “overall” performance rating that will be used for
AIP award purposes (see below).
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Each participant in the AIP plan should have 5 performance targets. An assessment should
be made of performance against each target. Once evaluated, each individual performance
target rating will be added and averaged to determine an overall rating.

Example #1
/ Performance Target Rating (PT) AIP Performance Rating Percentage Weighting Subtotal
: Amount

PT#1 (Meets Expectation) Target fully achieved 100 X 20% = 20
‘PT#2 (Progressing) * Target largely achieved 75 X 20% = 15
PT#3 (Does Not Meet Expectation} Target not achieved 0 x 20% = 0
PT #4 (Progressing) *® Target partially achieved 25 X 20% = 5
PT #5 (Exceeds Expectation) Target exceeds 120 b ¢ 20% = 24

Take each performance target percentage amount and multiply it by its assigned weight. Add the subtotal
numbers = 64 (Individual Weighting Factor) 64% would be used as the INDIVIDUAL weighting factor in the AIP

plan.

Example #2

Performance Target Rating (PT) AIP Performance Rating Percentage Weighting Subtotal
Amount

PT#1 (Exceeds Expectation) Target exceeds fully achieved 110 X 10% = 11

PT#2 (Progressing) * Target largely achieved 85 X 20% = 17

PT#3 (Does Not Meet Expectation) Target not achieved 0 X 10% = 0

PT #4 (Progressing) * Target partially achieved 85 X 20% = 17

PT #5 (Meets Expectation) Target fully achieved 100 x 40% = 40

85 would be the subtotal and 85 would be used as the INDIVIDUAL weighting factor in the AIP plan.

* The system allows a % amount of 5% to 95% to be assigned to Progressing.
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Percentages other than these are possible. Performance ratings can range from 0% - 120%.
The degree of percentage given will be based on the supervisor's assessment of
performance on the performance target. The maximum payment you can receive under the
Individual component is 120%. This would only be awarded if an individual exceeded all 5
performance targets. This should be used only in cases of exceptional and outstanding
performance against a target. If an individual received a “too soon to rate” on their
performance review they would not be eligible for an AlP award.

How Your Payout Is Determined

At the end of the year, the amount for each component is based on performance against
each goal within the component and its relative weighting. However, the maximum of the
three components is capped at the maximum opportunity of each component.

Company Weighting
Performance X Factor \

. Total
Operational Weighting ;
Performance X - ms::;;;
Individual Weighting
Performance Factor ’

(See example on page 10)
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Company Performance

Value Added = 98.2% of Business Plan Target
Free Cash Flow 1 = 112.8% of Business Plan Target
Company Performance = (112.8% + 98.2%) + 2 = 105.5% x 5.75% (Target) = 6.066%

Operational Performance
Achievement against operational targets = 95% x 2.875% (Target) = 2.731%

Individual Performance
Achievement against 5 Performance targets = 94.1% x 2.875% (Target) = 2.705%

Total AIP Payable = 6.066% (Company) + 2.731% (Operational) + 2.705% (Individual) =
11.50% of base salary of $80,000 = $9,200

Maximum Payout

Salary = Target AIP Target Payout
$80,000 X 11.5% $9,200 $12,420
50% 50%
Financial Individual
(Based on Region) :
Value Added Free Cash Flow Operational Performance Targets
2.875% 2.875% 2.875% 2.875%

Target = $2,300

Target = $2,300

Target = $2,300

Target = $2,300

Actual = $2,259

Actual = $2,592

Actual = $2,185

Actual = $2,164

s

CADOCUME~1\REIKERIMILOCALS-NTEMPINOTES2CBBS0WIP BROCHURE.2005.8 15 05.00C

Target = $4,600 Target = $2,300 Target = $2,300
Actual = $4,851 Actual = $2,185 Actual = $2,164
Max = 150% Max = 120% Max = 120%
= $6,900 =$2,760 = $2,760
Note: Actual results may vary due to rounding.
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Target Bonuses

You will have received a letter which states your target bonus opportunity. Target bonus is
defined as the bonus paid at 100% for both company and individual awards. This means
business plan is achieved for the company and operational element, and the employee has
met his/her objectives for the individual element.

The maximum bonus you can receive is 150% of your Company (financial) element, 120% of
operational and 120% of your Individual element.

Adjustments for Uncontrollable Events

The financial data included in the appendices has been prepared on the basis of the business
plans agreed in 2005, using the assumptions set at that time. As in previous years, the
actual results used for assessment will be amended to reflect the impact of events that are
not considered to be within the control of local management. Any such amendments will
require the explicit approval of the Water Division Finance Director, and where material the
Board of RWE Thames Water pic, whose decision will be final. The following items are those
most likely to be considered for amendment:

The impact of movements in foreign exchange rates

The impact of changes in intra-group recharges

Disposal/acquisition of businesses not anticipated in the business plan, but
subsequently mandated by the Board of Directors

Award Payments

To be eligible to receive an AIP award, you must be actively employed at the end of the plan
year for which the award is earned. However, in case of disability, retirement or death during
the plan year, a prorated award based on full months’ participation in the plan may be
payable. Employees who resign, are terminated or laid off at any time during the plan year
are not eligible.

Awards are usually determined and paid in cash as soon as possible after RWE’s release of
financial results. Awards are normally paid by April of the following year. Awards are subject
to all federal, state and local income tax withholdings.

If you become eligible to join the AIP during a plan year, any payout for that year will be
prorated to reflect the number of full months you participated in the plan.

The American Water Board reserves the right to determine whether incentives are payable to

any individual or group of individuals. The Board may withhold all incentive payments in

exceptional circumstances, such as failing to reach minimum financial goals. Individuals with
! poor performance will not be eligible to receive an incentive award.
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Rewarding Achievement

Our AIP goals are challenging, but with your focus and contribution and effective teamwork,
they can be achieved. Remember, your individual results do matter; our overall performance
is the collective results of all AIP participants.

It's important that you clearly understand your goals, how we’re performing against the goals,
and how the AIP works so you know how you personally affect our performance. Be sure to
talk to your manager or your local HR representative if you have questions.

This brochure describes the 2005 American Water Annual Incentive Plan. The Plan Administrator, whose
decisions will be final and binding, will determine interpretations of the Plan. The Company reserves the right
to amend, modify, or discontinue the Plan during the plan year or at any time in the future. Participation in the
Plan does not convey any commitment to ongoing employment. If there are any differences between the
information contained here and the Plan Document, the Plan Documents will govern.
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EXECUTIVE SUMMARY
The direct testimony of Company witness Joel M. Reiker addresses the following issues:

Mr. Reiker responds to Staff’s surrebuttal testimony regarding post test year public safety/fire
flow plant additions and clarifies that the $105,164 in additional amounts the Company proposes
are commingled and indistinguishable from the projects Staff has already recommended be
included in rate base. Mr. Reiker also requests that the Commission recognize the purpose of the
November 2005 accounting order by including amounts related to deferred depreciation expense
and post-in service AFUDC on the these same Jackrabbit/Invergordon and McDonald Main
projects.

Mr. Reiker accepts Staff’s recommendation to share the gain on sale of land over three years as
recommended by Staff.

Mr. Reiker responds to Staff’s recommendation to exclude all costs related to the Company’s
401k plan, as well as motor vehicle leases, fuel, vehicle maintenance costs, lab supplies,
uniforms, and numerous other legitimate items, as doing so would knowingly set rates below the
cost of service — a result that is most certainly unfair.

Mr. Reiker responds to RUCO’s testimony regarding property taxes and makes clear that no
adjustment is necessary because the Company’s and Staff’s test year property tax calculation
flexcludes all amounts related to Motorola, the Miller Road Treatment Facility, and all other non-
regulated activities.

Mr. Reiker responds to RUCO’s testimony regarding working cash and explains how RUCO’s
approach to estimating working cash understates the actual investment in rate base. Mr. Reiker
also responds to RUCO’s belief that because the Company is unable to pay a cash dividend,
there is no cost associated with its equity ~ the company has a cost associated with its equity
regardless of whether it recovers that cost.
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I. INTRODUCTION
PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.
My name is Joel M. Reiker. My business address is 19820 North 7™ Street, Suite 201,
Phoenix, Arizona 85024-1694. My telephone number is (623) 445-2490.

ARE YOU THE SAME JOEL M. REIKER WHO PROVIDED REBUTTAL
TESTIMONY IN THIS CASE ON BEHALF OF ARIZONA-AMERICAN WATER
COMPANY?

Yes, I am.

WHAT IS THE PURPOSE OF YOUR REJOINDER TESTIMONY?
1 respond to the surrebuttal testimony of the Arizona Corporation Commission (“ACC”)

Staff and the Residential Utility Consumer Office (“RUCO”).

II. RESPONSE TO STAFF

A. Response to the Surrebuttal Testimony of Staff Witness Dorf

1. Public Safety/Fire Flow Plant Additions
DOES STAFF ACCEPT COMPANY RATE BASE ADJUSTMENT AAW-2, TO
INCREASE RATE BASE BY $105,164 RELATED TO ADDITIONAL AMOUNTS
WHICH HAVE CLOSED TO THE JACKRABBIT/INVERGORDON AND
MCDONALD MAIN PROJECTS?

No. According to the surrebuttal testimony of Staff witness James J. Dorf at pages 3 —4:

Company witness Joel M. Reiker did not provide an in service date
for the Jackrabbit/Invergordon mains work order... Staff does not
agree with the increase since both projects were placed into service
not only after the Company’s filing but also after Staff Engineer’s
inspection of the system.
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Staff witness Dorf goes on to cite the Commission decision from Paradise Valley’s
previous rate case in which the Commission directed the Company to limit its
adjustments for post-test year plant to include only plant added within ninety days of

sufficiency.

STAFF RECOMMENDS THAT $3,018,867 RELATED TO THE
JACKRABBIT/INVERGORDON AND MCDONALD MAIN PROJECTS BE
INCLUDED AS POST TEST YEAR PLANT IN THIS CASE. ARE THESE
ADDITIONAL AMOUNTS TOTALING $105,164 DISTINGUISHABLE FROM
THAT PROJECT?

No, they are not. The $105,164 represents additional amounts that closed to the
Jackrabbit/Invergordon and McDonald main work orders (which Staff recommends be
included in rate base) in the weeks after those projects were placed in service on October
6, 2005. These projects were placed into service on the same day the Staff Engineering

witness inspected the Company’s facilities.

DOES THE COMMISSION DECISION CITED BY STAFF PRECUDES THE
INCLUSION OF THESE ADDITIONAL AMOUNTS ($105.164)?

No. That decision directed the Company to limit its adjustments for post-test year plant
and the Company complied with that decision. Staff has recommended that public
safety/fire flow improvement projects completed to date be included in rate base and

these additional amounts ($105,164) are part of the projects Staff already included.

HOW DOES THE COMPANY RESPOND TO STAFF’S TESTIMONY THAT IT
“HAS NOT HAD SUFFICIENT TIME TO REVIEW AND AUDIT THE
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[

JACKRABBIT/INVERGORDON MAINS.” (SEE SURREBUTTAL TESTIMONY
OF JAMES J. DORF, P. 4 AT 21 -22))

A. I must assume Staff has found these projects to be reasonable and prudent given their
recommendation to include $3,018,867 in rate base. The additional amounts ($105,164)
simply represent items such as AFUDC and invoices for contractual services that were
settled and charged to the Jackrabbit/Invergordon and McDonald Main work orders
subsequent to the improvements being placed into service. All supporting documentation

related to these additional amounts was attached to my rebuttal testimony as Exhibit

L= B - - ) T ¥, - S VS B o0

JMR-RB2.

10 Q. DOES THE COMPANY STILL PROPOSE TO INCLUDE IN RATE BASE

11 DEFERRED DEPRECIATION EXPENSE AND ACCRUED POST-IN SERVICE
12 AFUDC ON THE JACKRABBIT/INVERGORDON AND MCDONALD MAIN
13 PROJECTS?

14 JA. Yes. The purpose of the November 2005 accounting order (Decision No. 68303) was to

15 allow the Company an opportunity to be made whole through the deferral of depreciation
16 expense and accrual of post-in service AFUDC on these projects. Under Staff’s and the
17 Company’s current recommendation/proposal, costs related to the Jackrabbit/Invergordon
18 and McDonald main projects will not be recovered until at least September 2006 (based
19 on the current time clock). Consistent with the purpose of the accounting order, we ask

20 the Commission to include those deferred amounts in rate base at this time.
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WHAT IS THE AMOUNT OF DEFERRED DEPRECIATION EXPENSE AND
ACCRUED POST-IN-SERVICE AFUDC RELATED TO THE
JACKRABBIT/INVERGORDON AND MCDONALD MAIN PROJECTS?

The total amount, not including amounts related to the Nauni Valley Drive improvements
discussed on page 20 of my rebuttal testimony, is $154,532. The calculations in support

of this amount are attached hereto as Exhibit JMR-RJ1.

2. Working Cash Requirement
DOES STAFF CONTINUE TO RECOMMEND NO WORKING CASH
REQUIREMENT?
Yes. According to the testimony, Staff has concerns regarding the Company’s updated
lead/lag study (see surrebuttal testimony of James J. Dorf, p. 6 at 1 — 25). Those
concerns include the use of 175.5 rather than 212 lag days for property taxes, and other

errors discussed in the direct testimony of RUCO witness Timothy J. Coley.

WILL THE COMPANY ACCEPT THE USE OF 212 LAG DAYS FOR
PROPERTY TAXES IN ESTIMATING THE WORKING CASH REQUIREMENT
IN THIS CASE?

Yes, and as stated by Staff witness Dorf on page 6 of his surrebuttal testimony, doing so
reduces the working cash requirement by approximately $20,000. After making this
adjustment the Company’s revised working cash requirement is $94,745, shown on

Exhibit JIMR-RJ2.
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HAS THE COMPANY ACCEPTED AND/OR CORRECTED THE OTHER
ISSUES RELATED TO WORKING CASH DISCUSSED BY RUCO WITNESS
COLEY IN HIS DIRECT TESTIMONY? |

Yes. I will address the topic again when I respond to the surrebuttal testimony of RUCO
witness Coley. As stated in the previous Q&A, the Company requests a working cash

allowance of $94,745.

3. Gain on Sale of Land
DOES THE COMPANY ACCEPT STAFF’S RECOMMENDATION THAT
ARIZONA-AMERICAN SHARE THE AFTER-TAX GAIN ON THE SALE OF
LAND WITH CUSTOMERS IN THE FORM OF A MONTHLY FIXED CHARGE
SURCREDIT OVER THREE YEARS INSTEAD OF FIVE YEARS?
Yes. The Company will accept Staff’s recommendation regarding this issue. The detail
related to Staff’s and the Company’s recommended/proposed surcredit is attached hereto

as Exhibit IMR-RJ3.

DOES THIS CONCLUDE YOUR RESPONSE TO THE SURREBUTTAL
TESTIMONY OF STAFF WITNESS DORF?

Yes,. it does.

B. Response to the Surrebuttal Testimony of Staff Witness Carlson

1. Allocated Corporate Miscellaneous Expenses
WHY DOES STAFF CONTINUE TO RECOMMEND AN ADJUSTMENT TO
REDUCE OPERATING EXPENSES BY $145,648, THE ENTIRE AMOUNT OF
ALLOCATED CORPORATE MISCELLANEOUS EXPENSES?
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A. Staff witness Carlson discusses why Staff believes the Commission should remove all

costs related to the Company’s 401k plan, as well as costs for motor vehicle leases, fuel,

vehicle maintenance, lab supplies, uniforms, and numerous other legitimate items on

pages 3 — 4 of his surrebuttal testimony. The reasons provided by Staff are summarized

below:

And;

Given the late date in this proceeding, it would be difficult for Staff to verify the

Company’s statement that many/all of the cited invoices provided to RUCO were
actually directly allocated and were provided only because they were on the same
invoices and credit card statements as a number of items that these invoices were

meant to document.

Staff is concerned that the Company’s application contained very few of the
“necessary or required adjustments” to this account which would include the
removal of various expenses that the Commission routinely excludes. Finally,
Staff explains that by disallowing the entire amount of the account, the
Commission will be “sending a signal” to the Company that it should consider the
Commission’s prior treatment of certain expenses when justifying that its test year

expenses are reasonable and appropriate.

1 Q. HOW DO YOU RESPOND TO THE REASONS SUMMARIZED ABOVE?
A

It would not be difficult for Staff to verify the statement that virtually all 21 of the

miscellaneous plant items listed on page 28 of my rebuttal testimony were actually

charged directly to the operating districts. On page 29, lines 12 — 14 of my rebuttal

testimony, I explained how the P-card statements list the exact business unit and account
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to which each item was charged. My statement can be verified in a minimal amount of
time by examining the first four digits to the right of each charge shown on the P-card
statements.! Alternatively, one can search the Arizona corporate and Central Division
corporate account ledgers (using the spreadsheet’s search function) for the amounts in

question to verify that they were not charged to those accounts.

With regard to the second reason summarized above; I would note that the original basis
provided for Staff’s adjustment was what Staff believed to be a lack of proper allocation
of many of the charges in this account. (See direct testimony of Staff witness Alexander
Ibhade Igwe, pp. 12 -14.) Staff witness Carlson now cites a lack of “necessary and
required adjustfnents”, such as the removal of all lobbying portions of annual dues for
various organizations, as a basis for Staff’s removal of these charges. We are currently
eight months into this proceeding and up to this point, the Company has not been made
aware of any operating expense adjustments that are “required” as a prerequisite to Staff
conducting its audit. Regardless of the fact that we have accepted many of the individual
adjustments RUCO has made to this account (including the elimination of the lobbying

portions of dues), it doesn’t seem fair that a company should be prohibited from seeking

recovery of any item that the Commission routinely excludes.” I need only to point to the
Arizona utility that continually seeks recovery of flotation costs, or the company that
inflates its cost-of-equity estimates to reflect non-market related risks. Ineach case, Staff

undertakes an extensive and time consuming analysis to confirm the appropriateness of

' This information appears as a number beginning with 23 to the right of the amount of the charge. 2301 and 2320
are the Arizona corporate and Central Division corporate business units.

%1 note that the Company and RUCO have compromised on many of the specific charges to this account that RUCO
originally adjusted on grounds of legitimacy, and the remaining charges in dispute are limited to relatively minor
amounts related to ice and grounds keeping.
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the company’s request. With respect to fairness the instant case is no different. The fact
that the account in question contains legitimate utility operating expenses is not in
dispute, and the Company’s “failure” to anticipate what Staff believes to be the
disposition of many of the charges in this account should not be reason to knowingly set

rates below the cost of service by eliminating the entire amount.

HAS THE COMPANY RESPONDED TO THE DATA REQUEST MENTIONED
ON PAGE 4, LINES 21 —22 OF STAFF WITNESS CARLSON’S TESTIMONY?
The data request asks for copies of supporting documentation for over 4,500 account
entries. Depending on the type of transaction, supporting documentation is either imaged
within the Company’s accounting system, or held in hard copy at either the Company’s
Phoenix or Sun City Office. Preparing hard copies of imaged supporting documentation
for each entry in this account would be a monumental task. For this reason, Staff and
RUCO have either conducted on-site audits, or have requested copies of supporting
docume{ltation for representative samples of transactions. In response to Staff’s data
request, we have provided supporting documentation for all transactions in excess of
$1,000 and have invited Staff to return to our office at their convenience to substantiate

all other transactions.

DOES THIS CONCLUDE YOUR RESPONSE TO THE SURREBUTTAL
TESTIMONY OF STAFF WITNESS CARLSON?

Yes, it does.
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II. RESPONSES TO RUCO

A. Response to the Surrebuttal Testimony of RUCO Witness Moore

1. Property Taxes
Q. HAVE YOU REVIEWED RUCO’S TESTIMONY REGARDING PROPERTY
TAXES RELATED TO THE MILLER ROAD TREATMENT FACILITY
(“MRTF”)? (SURREBUTTAL TESTIMONY OF RODNEY L. MOORE. PP. 15 -
17.)
A. Yes, and based on RUCO’s surrebuttal testimonys, it is clear that additional explanation is

necessary in order to provide a clear understanding of this issue.

Q. ON PAGE 15, LINES 11 - 15 OF RUCO WITNESS MOORE’S SURREBUTTAL
TESTIMONY, HE CLAIMS THAT YOU HAVE TESTIFIED THAT
MOTOROLA’S TEST-YEAR PROPERTY TAXES WERE $14,000 AND THIS IS
REFLE”CTED IN PARADISE VALLEY’S ADJUSTED PROPERTY TAX
EXPENSE OF $213,241. IS THIS ACCURATE?

A. No, that is not an accurate summary of my testimony. In fact, the opposite is true — the
Company’s and Staff’s test-year property tax calculation does not include any amount
related to Motorola, the MRTF, or any other non-regulated activity. It would be
inappropriate to reduce test year property taxes for amounts that are not there to begin

with, as RUCO proposes.

Q. WHAT DOES THE $14,000 DISCUSSED BY RUCO REPRESENT?
A. The $14,000 represents the best estimate of the property taxes that would be attributable

to the MRTF using ADOR’s methodology if the MRTF were individually assessed. This
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amount is not included in the Company’s or Staff’s test year property taxes and that is

why no adjustment is necessary.

WHAT DOES THE $56,844 DISSCUSSED BY RUCO REPRESENT?

The $56,844 is what the Company has accrued for the MRTF and, on its face, is clearly
not a reasonable estimate of property taxes.” My understanding is that the accrual was set
up by American Water’s tax department several years ago and for the reasons stated on
page 29, lines 13 —- 20 of my rebuttal testimony, it has never been trued-up or otherwise
compared to what the property taxes related to the MRTF would actually be. In light of
RUCO’s testimony on this issue, the Company is currently working to have the amount
of this accrual significantly reduced. The company has never been reimbursed by

Motorola for any property taxes and may not be reimbursed in the future.

DOES THIS CONCLUDE YOUR RESPONSE TO THE SURREBUTTAL
TESTIMONY OF RUCO WITNESS MOORE?

Yes, it does.

B. Response to the Surrebuttal Testimony of RUCO Witness Coley

1. Working Capital
WILL THE COMPANY ACCEPT THE USE OF 212 PROPERTY TAX LAG
DAYS IN THE COMPUTATION OF WORKING CASH? |
Yes. As previously explained in my response to Staff, the Company will accept 212

days.

* The $56,844 implies a 34% property tax rate compared to the actual 8.24%.
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Q.

HOW DOES THE COMPANY RESPOND TO RUCO’S DISCUSSION OF WHY
IT BELIEVES DEPRECIATION EXPENSE SHOULD NOT BE CONSIDERED IN
A LEAD/LAG STUDY?

RUCO witness Coley testifies on page 10, lines 4 — 8 of his surrebuttal testimony, that
depreciation is non-cash account and> therefore should not be included in the calculation
of working cash. He goes on to cite a previous rate decision for Paradise Valley in which
the Commission agreed with that basis. However, the fact that depreciation is a non-cash
account is irrelevant to the time-value of the funds due and payable to investors at the
time depreciation is simultaneously recorded as an expense and deducted from rate base.
Absent some sort of adjustment, investors will never be compensated for this portion of
their investment. If the Commission does not wish to recognize depreciation expense in
the working cash requirement, then the test year balance of accumulated depreciation

should be adjusted to reflect the actual investment in rate base.

HOW DOES THE COMPANY RESPOND TO RUCO’S TESTIMONY THAT
BECAUSE ARIZONA-AMERICAN WATER HAS NOT PAID A CASH
DIVIDEND SINCE 2003, IT DOES NOT HAVE A COST ASSOCIATED WITH
ITS EQUITY, AND IT IS THEREFORE A NON-CASH EXPENSE AND SHOULD
NOT BE RECOGNIZED IN THE WORKING CASH REQUIREMENT?
(SURREBUTTAL TESTIMONY OF TIMOTHY J. COLEY. P. 11 AT 8 -20.)

The Company has a cost associated with equity regardless of whether it recovers that cost
and is able to pay a dividend — RUCO even estimates the cost of Arizona-American
Water’s equity. The regular payment of a cash dividend would simply create a payment

lag associated with a portion of the equity cost, and a net working capital requirement
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| would likely remain. Further, compensation related to the cost of equity is due the

2 Company when service is rendered. Absent recognition in the working cash requirement,
3 the Company will never be compensated for the implicit additional investment related to
4 the time it must wait to be compensated for that cost.

5 Q. DOES THIS CONCLUDE YOU RESPONSE TO THE SURREBUTTAL

6 TESTIMONY OF RUCO WITNESS COLEY?

7 [A. Yes, it does.

8 JO. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?
9 - lA. Yes, it does.
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Arizona American Water Company
Test Year Ended December 10, 2004
Lead/L ag Study - Working Cash Requirement

PARADISE VALLEY
Test Year ~
Line Adjusted
No. Results
1 OPERATING EXPENSES
2 Labor $ 527,708
3 Fuel & Power 827,908
4 Chemicals 16.499
5 Management Fees 554,302
6 Group Insurance 117,720
7 Pensions 26,625
8 Insurance Other Than Group 48,923
10 Rents 64,878
11 Depreciation & Amortization 799,234
12 Other Operating Expnses’ 655,707
13  TAXES
14 Taxes Other than Income 42,405
15 Property Taxes® 216,214
16 Income Tax® 420,233
17 RETURN
18 Interest on Debt* 520,071
19 Return on Equity 668,485
20
21
22
3
24 WORKING CASH REQUIREMENT
25
26
27 Al other Operating Expenses ars sasumed 10 be pait by the 15t Sokowing 9
28 5 proposed rates,
29 Per direc) lestimony of RUCO witneas Colay.
30 ‘Expense lng days per divect testimony of RUCO witness Coley.

®Property tax lag days per Dorf surrebuttal testimony at p. 6.

Revenue
Lag
Days®

38.3000
38.3000
38.3000
38.3000
38.3000
38.3000
38.3000
38.3000
38.3000
38.3000

38.3000
38.3000
38.3000

38.3000
38.3000

Expense
Lag
Days

12,0000
38.1148
30.0000

(3:8800)

(4.6445)
45.0000

45.0000
(10.6818)

30.0000

26.3188
212.0000
37.0000

107.2300

Net
Lag
Days

26.3000
0.1852
8.3000

42.1800

42.9445

(6.7000)
(6.7000)

489818

38.3000
8.3000

11.9812
{173.7000)
1.3000

(68.9300)
38.3000

Lead/
Lag
Factor

0.0721
0.0005
0.0227
0.1156
0.1177
(0.0184)
(0.0184)
0.1342
0.1049
0.0227

0.0328
{0.4759)
0.0036

(0.1888)
0.1049

Exhibit JMR-RJ2
Schedule

Page 10f 1
Witness: Reiker

Cash
Working
Capital

Required

$ 38024
420

375

64,056
13,850

(489)
(898)

8.706
83,865
14,911

1,392
{102,894)
1,497

(98,215)
70,145

$ 94,745




Arizona American Water Company

Line
No.

OCONOOONDEH WN-

Exhibit JMR-RJ3

Docket No. W-01303A-05-0405 Page 1 of 1
Paradise Valley Water District
Proposed Sur-credit Related to Gain on Sale of Land
Total amount to be Refunded to Customers $240,840.42
Years to be recovered over 3
Annual Recovery $80,280
Monthly Recovery $6,690
MONTHLY MINIMUM SURCHARGE CALCULATION
2004
Monthly  Minimum Avg. Equivalent Meter
Meter Size Minimum Multiples Customers  Meters Monthly Annual Total
5/8 - inch 1.0 2390 2,390 090 $ 25,812
3/4 - inch 1.0 17 17 090 $ 184
1-inch 1.7 1957 3,327 153 §$ 35,931
1.5 - inch 33 - - 297 § -
2 -inch 52 267 1,388 468 $ 14,995
3-inch 10.0 12 120 900 $ 1,296
4 -inch 16.6 1 17 1494 $ 179
6 - inch 33.0 5 165 2970 $ 1,782
Total 4,649 7,423.84
Times 12 Months 89,086.12
Minimum Surcharge 09 $ 80,178

5/8 - inch
3/4 -inch
1-inch
15 -inch
2 -inch
3 -inch
4 - inch
6 - inch

$0.90
$0.90
$1.53
$2.97
$4.68
$9.00
$14.94
$29.70
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EXECUTIVE SUMMARY

Thomas M. Broderick testifies that:

r The appropriate amount of rate case expense to recover is $301,832 over three years.

The new Paradise Valley Country Club contract application should be joined into this application
as suggested by Commission Staff.

An identical second tier should be added to the Turf Irrigation rate starting at 25,000,000 gallons
per month, which would then be subject to the high-block surcharge of $2.15 per 1000 gallons.

The Company accepts Staff’s recommendation to file its next rate case by September 30, 2008,
as a requirement of the ACRM in Paradise Valley.

Certain expense adjustments proposed by RUCO to allocated corporate expenses are
inappropriate.

The Company is no longer requesting an interim Accounting Order for its arsenic removal
facility in Paradise Valley district since that facility will be in service after permanent rates are
effective in this case.

The Company will file schedules in support of two Public Safety surcharge step increases
including an earnings test.

r The Company strongly urges the Commission not to impose a new rate case filing moratorium as
this would have disastrous consequences for the Company. The Company’s previous three-year
rate case filing moratorium expired on January 11, 2006. To improve the Company’s equity
ratio, the Company must file new rate cases to recover new investments and increased costs.
Absent these required filings, the Company would be unable to maintain, let alone improve its
existing equity ratio. Further, Mr. Rogers’ recommendation would be contrary to the minimum
equity agreement negotiated with Staff just three years ago and approved by the Commission as
part of the RWE acquisition conditions (Decision No. 65453, December 12, 2003). It would also
contravene Commission-mandated rate-filing deadlines in previous ACRM rate cases. Nor
would the recommendation provide any economic benefit to customers. Finally, even though
other utilities in Arizona have equity ratios below 40%, the Commission has never sanctioned
such draconian measures to help the utility to improve its equity ratio.

Even if the Company’s requested revenues in this docket are fully granted, it will not have the
opportunity to earn its authorized return on equity during the period rates are in effect.
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|

Q.

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE
NUMBER.

My name is Thomas M. Broderick. My business address is 19820 N. 7™ Street, Suite
201, Phoenix, Arizona 85024 and my telephone number is 623-445-2420.

DID YOU PREVIOUSLY SUBMIT TESTIMONY IN THIS DOCKET?
No. However, I am now sponsoring portions of the testimony of David P. Stephenson
and Stacey A. Fulter and the entire testimony of Ralph Jordan. No party to this

proceeding took issue with any of Ralph Jordan’s revenue adjustments.

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.

I have included an Executive Summary at the beginning of my rebuttal testimony.

HOW IS YOUR TESTIMONY ORGANIZED?
I first respond to issues raised in Commission Staff’s testimony. I next respond to issues

raised in RUCO’s direct testimony.

RESPONSE TO COMMISSION STAFF

A. RATE CASE EXPENSE
HAVE YOU REVIEWED THE TESTIMONY OF COMMISSION STAFF

WITNESS MR. IGWE CONCERNING RATE CASE EXPENSES?




| DOCKET NO. W-01303A-05-0405
| Arizona-American Water Company
1 Rebuttal Testimony of Thomas M. Broderick

Yes. Mr. Igwe recommends a total of $208,700 in rate case expenses amortized over
three years. The Company recommends $301,832, but agrees with a three year
amortization period. The Company originally requested $282,841 and I subsequently
provided in discovery an update of $301,832. Exhibit TMB-1 displays each component
of this estimate. As correctly noted by Mr. Igwe, the Company now seeks recovery of

the entire costs for cost of capital testimony.

I became responsible for the Arizona Rates function after the filing of this case and 1
cannot support and, therefore, modify Company witness Stacey Fulter’s original proposal
to share 50/50 the costs for external consultant’s cost of capital testimony on the basis
that cost of capital testimony, if accepted, partially benefits investors. In this case, just
the opposite is true — it supports our customers’ health with new arsenic removal facilities
and improves safety with improved fire flows. The Company has indicated its cost of
capital for undertaking these programs for the benefit of our customers. While we have
no choice but to.comply with the arsenic standard, the Company does have discretion
regarding continuing the fire flow project. Obtaining authorization for our cost of capital

is critical in the Company continuing this project on behalf of customers.

The Mohave rate cases filed January 13, 2006, do not offer to share costs for cost 6f
capital expertise from the Brattle Group. The Company must presently rely upon the best
available expertise in light of the low 9% retﬁm on equity granted in our most recent
Arizona rate cases, which placed Arizona American Water last among all the state
affiliates of American Water. We did not know Staff’s recommendation in this Paradise
Valley case when we filed the Mohave rate cases and we will not know the outcome of

the Paradise Valley case when we file four more rate cases in May 2006.
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DID YOU REDUCE RATE CASE EXPENSE FOR SOME CATEGORIES IN
YOUR REVISED ESTIMATE OF $301,832?

Yes. Our original rate case expense estimate included a very modest $36,000 for outside
legal expenses, which has been removed as the Arizona Rates function is now entirely
supported by Mr. Marks, our in-house legal counsel, even though we will have
miscellaneous legal costs for such items as hearing transcripts. I also reduced other
category estimates as noted by Mr. Igwe to further reduce costs. Thus, some of our
estimated rate-case expenses have risen, while others have fallen. Certainly, the
Commission should accept both types of revisions. It would be unfair to accept only -

reduced expenses, while ignoring increased expenses.

ARE YOUR PROPOSED RATE CASE EXPENSES COMPARABLE WITH RATE
CASE EXPENSES APPROVED IN RECENT WATER CASES?

Yes. In the recent Chaparral City Water rate case, the Commission approved $285,000 in
rate case expense and it approved $250,000 in the most recent Arizona Water Western

Division rate case.

B. PARADISE VALLEY COUNTRY CLUB CONTRACT

THE COMPANY SEPARATELY FILED ON DECEMBER 22, 2005, A NEW
SPECIAL CONTRACT WITH PARADISE VALLEY COUNTRY CLUB. WHAT
IS THE RELEVANCE OF THAT NEW CONTRACT TO THIS CASE?

If approved, the contract is effective upon implementation of new permanent rates in
Paradise Valley. The parties agreed to charge the Paradi§e Valley Country Club the turf
tariff, including all surcharges, reduced by a 15% discount. Hence, both the rate design
of the turf tariff and the effective date of new rates in this case are relevant to this

contract.
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Q.

HAS COMMISSION STAFF ISSUED ITS REPORT CONCERNING THE NEW
CONTRACT?

Yes, on January 31, 2006, Commission Staff issued its report and recommends approval
of the new contract without modification. Commission Staff indicated a willingness to
bring that application into this rate case and the Company believes this is a most
appropriate action. Based on that assumption, the Company has included additional

annual revenue of $8,515 in Company Income Statement Adjustment AAW-17.

AS A RESULT OF THE NEW CONTRACT, IS THE COMPANY PROPOSING
ANY CHANGES TO THE RATE DESIGN OF THE TURF TARIFF?

Yes. The Company recommends the turf tariff have a second tier for monthly
consumption in excess of 25,000,000 gallons. Howeyver, the base rate charge for this
second tier would be equal to the first tier. Hence, the purpose of creating this second tier
is solely to make it subject to the high block surcharge of $2.15 per 1000 gallons. This is
appropriate for two reasons. First, Commission Staff is recommending that revenues
generated by the high block surcharge be applied as a contribution to fire flow and the
Company told the Country Club that it will support a share of the cost of this project.
Second, the second tier break at 25,000,000 gallons is calculated such that if the Country
Club remains below that amount in the summer months, it will very likely remain within
the limit set by the Arizona Department of Water Resources for the Country Club. So,

this new rate design achieves funding for fire flow or conservation or both.

The other two existing customers on the turf tariff will not be impacted by this rate design
change insofar as their monthly consumption is far below the 25,000,000 gallon

threshold.
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1L

RESPONSE TO RUCO

A. RATE CASE EXPENSE

HAVE YOU REVIEWED THE TESTIMONY OF RUCO WITNESS MOORE
CONCERNING RATE CASE EXPENSES?

Yes. Mr. Moore recommends operating income adjustment No. 4 to reduce rate case
expense to $73,179 amortized over five years. The Company disagrees with both the
amount and the amortization period. The Company recommends $301,832 in rate case

expense amortized over three years.

WHAT REASON DOES MR. MOORE GIVE FOR A FIVE YEAR
AMORIZATION PERIOD?
He cites the Company’s original proposal to file its next rate case not later than May

2010. However, in his rebuttal testimony, Company witness Paul Townsley accepts

Commission Staff’s requirement (Mr. Igwe, page 23, line 2) to file the next Paradise

Valley rate case, not later than September 30, 2008, as a requirement of the ACRM.
Therefore, there is no longer any arguable basis for Mr. Moore’s five-year amortization
as the rates set in this proceeding will be in effect for 3 years (e.g., August 2006 through
August 2009).

WHAT ARE MR. MOORE’S REASONS FOR RECOMMENDING ONLY $73,179
IN RATE CASE EXPENSE?

He examined rate case expenses approved in previous Paradise Valley rate cases,
calculates per district costs for recent Arizona Water rate cases, selects a recent
Southwest Gas case, and declares the case is not “complex” as there are no contentious

issues.
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IS THIS CASE COMPLEX?

Absolutely. This case addresses ratemaking for over $35 million in new investment in
arsenic and fire flow improvements infrastructure — a tripling of the prior rate base.
RUCO has recommended a denial of the Public Safety surcharge, has taken no position
on treatment of post test-year fire-flow plant now in service, and would require illegal
contributions from the Town of Paradise Valley. RUCO also challenges the prudence of
the Company’s arsenic investments and indicates it will seek delays in processing the
ACRM - a facility for which monthly carrying costs will exceed $150,000. The
Company has not earned its authorized return on equity since 1991 - the period for which
it has records handy - and yet RUCO recommends so many expense adjustments in this

case that it recommends a large rate decrease.

HOW DO YOU RESPOND TO THE EXAMPLES RUCO SELECTED?

Rate case expense for Arizona Water is somewhat relevant, but not expressed on a per
district basis. Most rate case expenses do ﬁot vary with the number of districts. The
same number of schedules are required and certain subjects (e.g. cost of capital, rate
design) will require expert testimony. Chaparral City’s recent rate case resulted in

approval of $285,000 in rate case expense. The selection of a Southwest Gas case is

. clearly a biased non-representative selection. RUCO’s reference to ancient Paradise

Valley rate cases is irrelevant given the magnitude and complexity of this current case.

The Company has already spent much more than the entire amount of rate case expense

RUCO would allow solely on cost of capital expertise from the Brattle Group.
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Q.

B. ARIZONA CORPORATE ALLOCATED EXPENSES

MR. MOORE (PAGE 30, LINES 11 — 19) STATES HE IS ADJUSTING TEST
YEAR ARIZONA CORPORATE ALLOCATED EXPENSES DOWNWARD
(518,233). HOW DO YOU RESPOND?

Mr. Moore’s Schedule RLM-12, Page 3, Line 20 removes a Corporate Expense of
$33,660 with the suggestion that the Company capitalize this expense. This expense is
payment to an executive search company for the filling of an executive position - our
Phoenix based Engineering Manager - who oversees all of the engineering functions
within the company. This position has been filled and the individual continues to work
for the Company. This is a regular, normal and recurring expense for many positions
within the organization and one would not capitalize such a human resource expense.
This same firm was paid a similar amount three months later for a Cost Engineer position
and again two months later for a Project Manager position. The Company presently has a
high job vacancy rate and it is in the best interests of our customers that these positions
be filled with the appropriate qualified persons. Paradise Valley’s 8.12% share of this

expense is $2,733 and it should be included in rates.

MR. MOORE'’S SCHEDULE RLM-12, PAGE 3, LINE 40 DISALLOWS THE
NON-LOBBYING PORTION OF THE COMPANY’S DUES TO THE NATIONAL
ASSOCIATION OF WATER COMPANIES IN THE AMOUNT OF $17,895.

HOW DO YOU RESPOND?
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A.

NAWC is the only national trade association for private and investor-owned water
utilities. Its members provide safe, reliable drinking water to 22 million Americans.
NAWTC seeks to strengthen America’s investor-owned drinking water supply industry by
bringing its members information and knowledge to respond to federal legislative and
state regulatory initiatives having broad impacts on the industry. The association acts as
a forum for private and investor-owned water utilities, in which to exchange best
practices in customer service and operational practices. For instance, at the recent
NAWC sponsored National Drinking Water Symposium held last October, among the
many topics presented and discussed included lessons learned from Hurricane Katrina
and Rita; updates on American Water Works Association Research Foundation studies
and how they can be applied by water companies; how to more broadly communicate
wise water use to utility customers; progress of a program which uses weather forecasts
to communicate critical water and environmental issues; how Integrated Water Resource
Management can result in enhanced source water protection and reliability along with
increased cost efficiencies and sustainable development; recent efforts to improve
technical, financial and managerial capacity of small water systems; how good customer
service made a difference during a condemnation attempt of a water company; new
approaches to low income customer assistance programs to assist with affordability
challenges; and new technologies and approaches to help ensure drinking water security.
The association’s relations with federal legislators, agency directors and public service
commissions, improve its members effectiveness in addressing common concerns of the
industry. Paradise Valley’s 8.12% share of this expense is a modest $1,453 and it should

be included in rates.




—

DOCKET NO. W-01303A-05-0405
Arizona-American Water Company

Rebuttal Testimony of Thomas M. Broderick
Page 9 of 19

Q. MR. MOORE’S SCHEDULE RLM-12, PAGE 3, LINES 42 — 43 REMOVES

ot

2 BOARD OF DIRECTOR FEES AND EXPENSES OF $15,687? IS THIS
3 APPROPRIATE?
4 A Board of Director’s fees and expenses are only associated with external (non American
5 Water employee) board members. Arizona-American’s Board performs various duties
6 necessary to governance of the company and its business as a whole. A corporation is
7 reqﬁired by law to have a boaxfd of directors. To attract and retain qualified directors,
8 certain fees and expenses must be paid. The good conduct and financial well-being of the
9 corporation benefits all ratepayers in many facets. The Board of Directors plays a critical
10 role in bringing external perspectives to the Company’s management. Arizona-American
11 Water’s external Board members come from business and government and act as an
12 important resource for management as it seeks to continue progress as a water industry
13 leader in Arizona. Without a Board of Directors with external (non American Water)
i4 membership, the Company could miss important viewpoints affecting its business,
15 customers and communities. Paradisé Valley’s 8.12% share of this expense is $1,274 and
16 should be included in rates.

17 | Q. MR. MOORE SCHEDULE RLM-12, PAGE 3, LINE 46 DISALLOWS $105,120 OF

18 BUSINESS SERVICE PROJECT EXPENSES. HOW DO YOU RESPOND?

19 [A. The Company reorganized its business and centralized the Customer Call Center to one
20 location in Alton, Illinois that is open 24 hours per day, 7 days per week and also

21 centralized its accounting, employee benefits, tax, accounts payable, fixed asset, and cash
22 management functions to a Shared Services Center. The Project Costs for doing this are
23 being amortized and are a legitimate cost of reorganizing the business. Paradise Valley’s
24 8.12% share of this expense is $8,536 and it should be included in rates.
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1v.

INTERIM ARSENIC ACCOUNTING ORDER AND PUBLIC SAFETY

SURCHARGE
DOES THE COMPANY STILL REQUEST AN INTERIM ACCOUNTING

DEFERRAL ORDER FOR ARSENIC FACILITIES IN PARADISE VALLEY?
No. As the rebuttal testimony of Company Witness Mr. Gross states, the new arsenic
facility serving Paradise Valley district will be in-service in August 2006. We anticipate
a final order in this case by that time, so such an accounting deferral order is no longer

necessary.

COMMISSION STAFF AND RUCO RECOMMEND APPROVAL OF THE
COMPANY'’S REQUEST FOR AN ACRM. HOW DO YOU RESPOND?

The Company appreciates this recommendation and accepts the requirement stated on
page 23, line 2 of Mr. Igwe’s testimony for the company to file its next rate case not later
than September 30, 2008. The Company, however, is quite concerned by vague and
unsupported statements concerning the prudence of our Paradise Valley arsenic facility

made by RUCO witness Moore. These statements are addressed by Company witness

Mr. Gross.

MR. TOWNSLEY, IN SUPPORT OF A REVISED TWO-STEP PUBLIC SAFETY
SURCHARGE, STATES THE COMPANY WILL FILE SUPPORTING
SCHEDULES AT THE TIME A STEP INCREASE IS SOUGHT? IS THAT
CORRECT?
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A.

That’s correct. It is my responsibility to file all ten schedules at the time of a specific
step increase. I remind the Commission that schedules 5 and 7 will display as a
contribution the total actual high block surcharge revenues as a reduction to fire flow rate
base, thereby directly reducing any Public Safety surcharge. Schedule 3 will display the

earnings test information, which serves as a ceiling on a step increase.

40% EQUITY AND NEXT RATE CASE
COMMISSION STAFF WITNESS ROGERS (PAGE 35, LINES 20-23)

RECOMMENDS THAT THE COMPANY BE REQUIRED TO OBTAIN A
MINIMUM 40% EQUITY POSITION PRIOR TO FILING ITS NEXT RATE
CASE. HOW DO YOU RESPOND?

While the Company and Commission Staff share the goal of attaining and maintaining a
minimum 40% equity ratio, we apparently disagree on some of the means to do so. I
urge the Commission to reject any recommendation for a new rate case filing
moratorium. The Company’s previous three-year rate case filing moratorium expired on
January 11, 2006. To improve the Company’s equity ratio, we must file new rate cases
to recover past and new investments and increased costs. Absent these required filings,
the Company would be unable to improve, let alone maintain its existing equity ratio.
Further, Mr. Rogers’ recommendation would be contrary to the minimum equity
agreement negotiated with Staff just three years ago and approved by the Commission as
part of the RWE acquisition conditions (Decision No. 65453, December 12, 2003). It
would also contravene Commission-mandated rate-filing deadlines established in recent
ACRM rate cases. Nor would the recommendation provide any economic benefit to
customers and it would harm our ability to fund on-going construction projects. Finally,
even though other utilities in Arizona have equity ratios below 40%, the Commission has

never sanctioned such draconian measures to help the utility to improve its equity ratio.
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Q.
A.

WHY MUST ARIZONA-AMERICAN FILE NEW RATE CASES?

In Decision No. 65453, the Commission conditioned approval of RWE’s acquisition of
American Water on a three-year moratorium (until January 11, 2006) on rate case filings.
In Decision No. 67593, the Commission specifically granted relief from this condition to
allow filing of this rate case for the Company’s Paradise Valley Water District. No other
rate cases could be filed until January 11, 2006. The Company promptly filed its next
rate cases on January 13, 2006, for its Mohave Water and Wastewater districts. We did
not receive Commission Staff’s testimony in this case until afterwards on January 17,
2006. Later in 2006, the Company expects to file a rate case for its Anthem Water
district, its Anthem / Agua Fria Wastewater district, its Sun City Wastewater district and

its Sun City West Wastewater district.

Rate éases are required for many of our districts, because costs have increased and the
Company has made new investments, for which it is entitled recovery. Because of the
rate moratorium, there is a backlog of cases that would otherwise have been filed earlier.
Many of Arizona-American’s districts are earning almost nothing or even demonstrate
negative earnings. Further, Arizona-American has been unable to pay any dividends to
American Water since 2003. Equity is created through retained earnings, but, given the
Company’s overall earnings record over the last several years, retained earnings have
actually been negative—equity has been destroyed. To reverse this trend, new rate cases

must be filed and timely rate relief received.

HAS THE COMMISSION ALREADY IMPOSED A MINIMUM-EQUITY
REQUIREMENT?
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A. Yes. In 2003, Arizona-American and Staff negotiated a number of conditions concerning
approval of RWE’s purchase of American Water. Among those conditions was

Condition No. 12, which reads

#12. Arizona-American shall maintain a minimum common equity ratio of 35 percent of
total capital. Arizona-American's total capital is defined as common equity, preferred
equity, and long-term debt. Arizona-American shall not make remittances or pay
dividends to American Water Works unless Arizona-American's common equity is at
least 35 percent of total capital. If Arizona-American's common equity falls to 30 percent
of total capital, American Water Works shall provide a cash infusion of equity sufficient
to bring Arizona-American's common equity ratio back to a minimum of 35 percent of
total capital. Arizona-American shall not be prohibited from requesting that the foregoing
equity percentages be decreased based on changes to capital markets or other conditions
that make it prudent to alter Arizona-American's capital structure.

Staff recommended approval of this condition and the Commission adopted it without
modification. (Decision No. 65453, December 12, 2003). However, the Commission did
depart from one Staff recommendation and imposed aA three-year rate case moratorium in
Condition 15, instead of the one year recommended by Staff. Even though condition 12

permits the Company to request the equity percentages be decreased, it has not done so.

| Q. HOW DOES MR. ROGERS’ PROPOSAL DIFFER FROM THE MINIMUM

EQUITY TARGET CURRENTLY IN PLACE FOR ARIZONA-AMERICAN?
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A.

The most important difference is that the current condition only requires an equity
infusion if “Arizona-American’s common equity falls to 30 percent of total capital . . .”
By contrast, Mr. Rogers would penalize Arizona-American by prohibiting any rate filings
if the Company’s common-equity percentage is below 40 percent. This is a huge
difference. As of December 31, 2005, Arizona-American’s total invested capital was
$299.8 million with equity representing $101.1 million or 33.7%. The difference
between a 33.7 percent and 40 percent equity requirement is $31.5 million in additional
equity. The Company does have pending a request for a $35 million equity infusion, but
even if this is provided, the Company will not long thereafter slip again below a 40%
equity ratio. It is important to note that equity infusions take a number of months from
formulation of a request to actual equity infusion and rate cases likewise have long lead

times to prepare, thereby further making this recommendation impractical.

HOW WOULD STAFF’S RECOMMENDATION CONTRAVENE CURRENT
COMMISSION FILING REQUIREMENTS FOR ARIZONA-AMERICAN?

In Decision No. 68310, dated November 14, 2005, the Commission ordered, among other
things: “that Arizona-American Water Company shall file permanent rate applications for
its Sun City West, Agua Fria, and Havasu districts by no later than April 30, 2008, based
on a 2007 test year.” However, Staff’s recommendation would not allow these rate

filings if Arizona-American’s equity ratio was less than 40 percent.

WOULD STAFF'S RECOMMENDATION BENEFIT CUSTOMERS OR

OTHERWISE MAKE ANY ECONOMIC SENSE?
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1 fA. No. Although the Company and Staff share the goal of 40 percent equity for Arizona-

American Water, no one in this proceeding can claim a precise optimal capital structure

for a water company. As explained by Dr. Kolbe in his testimony, the overall cost of
capital remains constant across a broad range of capital structures. This means that other
things equal, customers of a utility with a higher debt ratio will enjoy lower rates - even if
its ROE has been appropriately adjusted upward to reflect increased financial risk. The
reason being that the tax benefit associated with the use of debt is passed on to customers

in the form of lower rates.

ARE SHAREHOLDERS SOMEHOW BENEFITING FROM A LOW EQUITY

Qo

RATIO?

>

No. The shareholders are seeing their equity destroyed. At page 35 of his testimony, Mr.
Rogers testifies that the Commission should not adjust Arizona-American's rate of return
to reflect financial risk in the next rate case. This is the equivalent of recommending that
the Commission grant the Company a rate of return lower than its cost of capital - as
punishment for not earning its cost of capital (as evidenced by not maintaining its equity

ratio.)

Mr. Roger's recommendation can only lead me to believe that Commission Staff simply
has not taken appropriate notice and consideration of the Company's current poor
financial condition. Unlike other large Arizona utilities with thin equity, Arizona-
American Water has not paid a dividend since 2003 and will not pay one in 2006. While
those utilities enjoy the benefit of rates designed to allow them to earn on equity that
doesn't exist and they continue to pay dividends, we once again face the prospect of a
rate moratorium. Staff's recommendations and testimony in this and other recent cases

(e.g., Ms. Crystal Brown, ACRM cases) indicates that they believe that the Company's
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deteriorating equity ratio is somehow a benefit to shareholders, when that is clearly not

the case.

Q. MR. ROGERS MENTIONS THAT THE COMPANY WAS REQUIRED TO FILE
AN EQUITY PLAN BY DECEMBER 31, 2005. DID ARIZONA-AMERICAN
MAKE THIS FILING?

A. Yes. On November 30, 2005, Arizona-American filed the comprehensive equity-
maintenance plan required by Decision No. 68310. Although Mr. Rogers never discusses
the content of the plan, Staff had this plan to review for approximately six weeks before
their testimony was due in this case. The Company is most interested in Commission
Staff’s overall opinion of this plan. As the testimony of Mr. Townsley indicates, the
Company has requested a $35 million equity infusion in 2006, but unfortunately the
Company just suffered an equity impairment of approximately $23 million under FAS
142 which partially offsets the equity ratio improving benefit of the infusion. This

impairment is reflected in the 33.7% equity ratio stated above.

The 2005 Equity Plan is very frank about the financial challenges currently facing
Arizona-American and those it will continue to face over the next five years. As a result,
even with the requested 2006 equity infusion, the Company still expects to have
difficulty maintaining a 40% equity ratio. However, for the Company to have any shot at
maintaining this target, it must be able to timely file rate cases to recover the
extraordinary investments and other costs that are not yet reflected in rates. If the
Company were to face a new moratorium, I would expect it to shortly thereafter file

emergency rate cases or take even stronger action.
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1 Q. ARE THERE OTHER ARIZONA UTILITIES WITH EQUITY RATIOS BELOW
40%?

| A. Yes. Putting aside certain small water utilities that effectively are 100% debt financed,
Arizona’s second largest investor-owned electric company, Unisource Energy, has only
about a 25% equity ratio, and Arizona’s largest natural-gas distribution company,

Southwest Gas, had a test-year equity ratio in its last rate case of 35.8%.

Q. HAS STAFF PROPOSED RATE CASE MORATORIUMS FOR EITHER
UNISOURCE ENERGY OR SOUTHWEST GAS?

| A. Not to my knowledge. In fact, these two utilities utilize another method to help them
increase their equity ratios. The Commission allows each utility to use a hypothetical

capital structure as a mechanism to help it improve actual equity ratios. Staff still

supports this mechanism.! In its just filed Mohave rate cases, the Company requests a

;"3 hypdthetical capital structure. And because of new federal arsenic standards and other
14 requirements, Arizona-American’s net invéstment per customer, both currently and

15 required in the future, is likely substantially higher than either Unisource Energy or

16v Southwest Gas.

17 Q. DOES IT MAKE SENSE TO SINGLE OUT ARIZONA-AMERICAN FOR

18 § PUNITIVE EQUITY INCENTIVES?
19 pA. No. Staff has in no way suggested that Arizona-American deserves some kind of
20 | punishment, yet their recommendation if implemented would be a punishment.

' Qee direct testimony of Staff witness James J. Dorf in Docket No. E-0933A-04-0408, dated June 24™, 2005, and
| direct testimony of Staff witness Stephen G. Hill in Docket No. G-01551A-04-0876, dated July 26, 2005, as well as
| previous rate case dockets for Tucson Electric Power Company and Southwest Gas Corporation.
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VI. PROJECTIONS
Q. IF THE RATES PROPOSED BY THE COMPANY IN ITS REBUTTAL CASE

ARE APPROVED BY THE COMMISSION, WILL THE COMPANY HAVE A
REASONABLE OPPORTUNITY TO EARN ITS AUTHORIZED RETURN
DURING THE PERIODS NEW RATES ARE IN EFFECT?

Even though the Commission supports several important rate-making innovations such as
the ACRM and the high block surcharges for which the Company is appreciative, the
answer, unfortunately, is not really. The Company estimates that the electric rate
increases sought by APS in 2006, if approved, will increase our electricity costs in
Paradise Valley alone by over $120,000 per year as per their E-221 tariff. Furthermore,
incremental electricity consumed at the new Paradise Valley arsenic removal facility in
Paradise Valley is ineligible for recovery in the ACRM. The Company already employs
the employee that will operate that facility and has requested recovery of his labor costs

in this rate case. If that request is not authorized, the Company will absorb the cost of

" that position until at least mid-2009 as such labor costs are not eligible for recovery in the

ACRM. Also, labor and labor-related expenses, in general, increase with inflation each
year and Paradise Valley is largely built-out and lacks customer growth helpful for
covering inflation. Furthermore, the high block surcharge will result in conservation —
exactly how much is unknown presently. Tariffs are based on test-year adjusted amounts
and sales volume declines are a distinct possibility. For all these reasons and more, the
Company has accepted Commission Staff’s proposal to file its next rate case not later
than September 30, 2008. Fortunately, Paradise Valley is not a former Citizens water
district and, therefore, its earnings are not impacted by financial legacy issues such as

regulatory advances and contributions excluded from rate base.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?
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A. Yes.




INCOME ADJUSTMENT AAW-4 RATE CASE EXPENSE

Exhibit TMB - 1
Page 1 of 1

Calculation of Rate Case Expense

Company As Filed Staff Adjustment Company As Revised
Description
Jim Harrison - Consultant $14,500.00 $9,288.00 $9,288.00
Legal Fees $36,000.00 $0.00 $0.00
Shared Service Center (SSC) $72,949.00 $22,687.00 $22,687.00
SSC Expense $4,100.00} $3,250.00 $3,250.00
Company Labor $39,594.00 $57,559.00 $57,5659.00
Company Expenses $14,830.00 $4,855.00 $4,855.00
Cost of Capital / Brattle Group $79,383.00 $79,134.00 $158,267.00
Witness Training $6,500.00 $3,250.00 $3,250.00
Cost of Service & Rate Design $14,985.00 $28,677.00 $42,677.00
[Total B $282,841.00 $208,700.00 $301,832.00
Three Year Average $94,280.00 $69,567.00 $100,610.67
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I INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
A. My name is David P. Stephenson and my business address is 4701 Beloit Drive,

Sacramento, CA 95838.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
I am employed by American Water Works Service Company (“Service Company™) as the
Rates Regulation Manager for the Western Region of American Water Works Company

(“American Water”).

Q. WHAT ARE YOUR RESPONSIBILITIES WITH THE WESTERN REGION OF
AMERICAN WATER?

A. I am responsible for preparing, filing, and processing requests for rate adjustment,
financing, acquisition or any other applications before the state public utility regulatory
agencies in each Western Region jurisdiction. Presently, the states in which American
Water Western Region subsidiaries provide regulated utility service are Arizona,

California, Hawaii, New Mexico, and Texas.

Q. BRIEFLY DESCRIBE YOUR EDUCATIONAL BACKGROUND.
A. I received a Bachelor of Science in Business Administration, with an emphasis in
Accounting from San Diego State University. Additionally, I have attended and instructed

various seminars on different aspects of the water industry, including the Bi-annual Utility
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Rate Seminar sponsored by the National Association of Water Companies (NAWC) for
members of the National Association of Regulatory Utility Commissioners (NARUC) and

their staff.

HAVE YOU TESTIFIED BEFORE ANY REGULATORY AGENCIES?

Yes. I have testified on numerous occasions before public utility regulatory agencies in
the states of Arizona, California and New Mexico. I also participated in regulatory
matters before the public utility regulatory agency for the state of Hawaii and I am
currently participating in two applications pending before the public utility regulatory

agency in the state of Texas.

WHAT ARE YOUR RESPONSIBILITIES IN THIS PROCEDING?
I am generally responsible for the preparation and coordination of this application,
including supervision of internal staff, coordination of outside consultants, and

coordination of activities between other Service Company employees.

WHAT ISSUES DO YOU ADDRESS IN YOUR TESTIMONY?

I address several issues and specific adjustments in this general rate case application for
the Paradise Valley District of Arizona-American Water Company (“Arizona-American”
or the “Company™). Those issues include Paradise Valley’s rate base and associated
adjustments, the cost of capital (excluding return on equity), adjustments to certain test-

year expenses, Arizona-American’s request for Arsenic Cost Recovery Mechanism
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(“ACRM”) and Public Safety (“PS”) surcharges; a request for high block surcharges to be
accounted for as a contribution, and gain on sale issues. Additional support for other
proposed adjustments to revenues and expenses will be provided by outside consultants,

and employees of Service Company and Arizona-American.

WHY IS ARIZONA-AMERICAN FILING A GENERAL RATE CASE FOR
PARADISE VALLEY AT THIS TIME?

Arizona-American is currently in the process of investing over $40 million in new
facilities in its service territory, including over $19 million in Paradise Valley, in order to
comply with the U.S. Environmental Protection Agency’s (“EPA”) new arsenic
containment standard for drinking water. In connection with this undertaking, Arizona-
American will incur significant on-going operating and maintenance expenses.
Recovering at least a portion of these costs on a timely basis, rather than waiting for
delayed recovery through a future general rate case, is important to maintaining the
financial health of Arizona-American, as I am sure it is equally important to the financial
health of other water utilities facing the same situation. Therefore, Arizona-American is

requesting approval in this proceeding of an ACRM to recover a portion of these costs.

Because the record in Paradise Valley’s previous general rate case (Decision 61831, dated
July 20, 1999) is too stale to be reopened for the purpose of addressing this issue, and
because Arizona-American is currently under-earning in Paradise Valley, the Company is

filing a general rate case at this time. Additionally, Arizona-American is requesting that
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the Commission issue an interim accounting order in this proceeding approving the
deferral of capital costs (depreciation and gross return) related to arsenic-removal facilities
placed into service in Paradise Valley prior to the ACRM going into effect. Arizona-

American anticipates filing an ACRM Step 1 increase shortly after the final decision in

this case.

Additionally, Arizona-American is currently in the process investing over $16 million in
Paradise Valley to improve fire flows. Arizona-American is requesting approval of a
Public Safety (“PS”) surcharge) mechanism for the purpose of recovering all capital
related costs for fire flow improvements completed through the first quarter of 2006, to
become effective on the same date as new base rates approved in this proceeding,
Additionally, Arizona-American is requesting that the Commission issue an interim
accounting order in this proceeding approving the deferral of capital costs (depreciation
and gross return) related to PS improvements placed into service in Paradise Valley prior
to the surcharge going into effect. The PS surcharge will be a&justed annually for future

plant additions.

Q. WHEN DOES ARIZONA AMERICAN PLAN TO FILE ITS NEXT RATE CASE
FOR PARADISE VALLEY?
A. Once implemented, the ACRM and PS surcharges should reduce the need to file several

rate cases in the near-term to recover costs related Arizona-American’s capital plan.
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1 Therefore, Arizona-American presently plans to file its next general rate case for Paradise
2 Valley not later than May 2010.
3
4 II. GENERAL RATE CASE ISSUES

501 A. RATE BASE

6ff Q. PLEASE EXPLAIN HOW THE COMPANY ARRIVED AT ITS TEST YEAR

7 ORIGINAL COST RATE BASE OF $11,651,216, SHOWN ON SCHEDULE B-1,
8 LINE 12.

91 A. The Original Cost Rate Base (“OCRB”) was calculated by establishing the balance of

10 Utility Plant in Service (“UPIS”) as of December 2004, per the Company’s books.

11 Typical rate base deductions (accumulated depreciation, contributions, etc.) and additions
12 (working capital, etc.) were then calculated to arrive at the actual end of test year rate base
13 of $15,253,666, shown in column (a), line 12 of Schedule B-2. Finally, the Company

14 made various pro forma adjustments totaling negative ($3,602,449) to the actual end of

15 test year rate base to arrive at its adjusted end of test year rate base of $11,651,216.

16

17§ Q. PLEASE EXPLAIN THE COMPANY’S PRO FORMA ADJUSTMENTS SHOWN
18 ON SCHEDULE B-2. |

191 A. The adjustments shown on Schedule B-2 are:

20

21 ADJUSTMENT (1): $73,781. Adjustment (1) increases UPIS to reflect Paradise Valley’s

22 allocation of the capital costs of: 1) the Arizona-American corporate office, located in
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Phoenix and 2) the Arizona-American Central District office, located in Sun City. These
offices were first allocated to Arizona-American and Service Company based on the ratio
of Arizona-American employees to Service Company employees residing in the complex.
A portion of the Service Company allocation was then allocated to the Western Region
operating companies, including Arizona-American, based on year-end customers. Finally,
the Arizona-American allocation was allocated to Paradise Valley based on year-end

customers.

ADJUSTMENT (2): ($3,646,198). Adjustment (2) removes construction work in
progress (“CWIP”) from net UPIS. CWIP at the end of the test year includes arsenic

removal and fire flow projects.

ADJUSTMENT (3): $30,033. Adjustment (3) increases accumulated depreciation to

reflect accumulated depreciation related to Adjustment (1).

B. COST OF CAPITAL

Q.  WHAT CAPITAL STRUCTURE DOES ARIZONA-AMERICAN PROPOSE?
A. The Company proposes a capital structure comprised of 63.3 percent debt and 36.7

percent equity, as shown in Schedule D-1.

Q. HOW WAS THIS PROPOSED CAPITAL STRUCTURE DETERMINED?




10

11

12

13

14

15

16

17

18

19

20

21

DOCKET NO. W-01303A-05-

Arizona American Water Company
Direct Testimony of David P. Stephenson
Page 7 of 37

A.

The Company’s proposed capital structure reflects Arizona-American’s actual balances of

debt and equity as of December 2004, as reflected in Schedule E-1.2.

WHAT COST OF DEBT DOES ARIZONA-AMERICAN PROPOSE?

Arizona-American proposes a 5.42 percent cost of debt, shown in Schedule D-2.

HOW WAS THE PROPOSED COST OF DEBT DETERMINED?
The proposed cost of debt reflects the weighted average cost of Arizona-American’s notes
and bonds as of December 2004, adjusted to reflect the November 2006 refinancing of the

November ’01 series, and the January ’02 series bonds.

WHY DID THE COMPANY ADJUST THE COST OF THESE BONDS?

The Company adjusted the cost of these bonds because they become due and payable and
must be refinanced in November 2006. These bonds will be refinanced at the current
2005 market rate, which is a higher rate, and that rate should be recognized in determining
the Company’s cost of service. The new interest rate reflects the current borrowing rate
for American Water Capital Corporation (“AWCC”), which is approximately 70 basis-
points above the current yield on U.S. Treasury securities of equivalent maturity. AWCC
is currently rated A by Standard & Poor’s and Baal by Moody’s. As of April 15, 2005,

the average yield on A-rated and Baa-rated utility bonds was 5.74 percent.
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For the week ending March 28, 2005, the Federal Reserve’s average calculated rate for a
Treasury security with a constant maturity of twenty years was 5.01 percent. To this rate,
the Company added 70 basis points to arrive at the adjusted rate of 5.71 percent applied to
the bonds listed on lines 4 and 5 of Schedule D-2. No adjustment was made for issuance

costs.

Q. WHAT IS ARIZONA-AMERICAN’S PROPOSED RATE OF RETURN ON
EQUITY (“ROE”) AND RESULTING PROPOSED OVERALL RATE OF
RETURN (“ROR”)?

A. Arizona-American proposes a 12.0 percent ROE, which is based on the fmdings of Dr. A.
Lawrence Kolbe (12 percent to 13 percent), and supported by the analysis of Dr. Michael
J. Vilbert, both of The Brattle Group. Our resulting proposed overall ROR is 7.84 percent,

as shown in Schedule D-1.

Q. WHY IS ARIZONA-AMERICAN COMPANY REQUESTING AN AUTHORIZED
ROE AT THE LOW END OF THE EQUITY COST RANGE ESTIMATED FOR
PARADISE VALLEY BY DR. KOLBE?

A. Dr. Kolbe has proposed a range in his findings on ROE of 12 percent to 13 percent, and
recommended the mid-point of this range, or 12.5%. The Company agrees with this
finding, and in most instances would accept this recommendation. However, in this case,

the Company has decided to use the low end of the range to minimize contentious issues.

! Value Line Selection & Opinion April 15, 2005.
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HOW DOES ARIZONA-AMERICAN’S OVERALL COST OF CAPITAL AND
PROPOSED RATE OF RETURN COMPARE TO RETURNS RECENTLY
AUTHORIZED FOR WATER UTILITIES IN ARIZONA?

The 7.84 percent rate of return we are proposing in this case is lower than the average rate

of return (8.2%) awarded by this Commission since late 2002. (See Table 1)

Table 17
Decision No. Date Approved ROR
65350 11/01/02 8.1%
66782 02/13/04 9.1%
66849 03/19/04 8.7%
67093 06/30/04 6.5%
67279 10/05/04 8.7%
67455 1/04/05 8.1%
Average 8.2%

Excluding Arizona-American’s 6.5 percent rate of return allowance in Decision No.
67093, the proposed ROR in this case is lower than any of the returns listed in Table 1.
This lower proposed rate of return is the result of a combination of the requested ROE,

which is at the low end of Dr. Kolbe’s range, and our low cost of debt.

WHAT IS MEANT BY LOW COST OF DEBT?
Because the majority of Arizona-American’s debt is issued internally by our affiliate

AWCC, our cost of debt is lower than it would otherwise be. In other words, if Arizona-

Z As of April 2005. Includes Class A and B water/wastewater utilities. Excludes decisions based on separate
negotiated settlement agreements.
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American were spun-off and/or forced to issue 100 percent of its debt to outside lenders,

the cost of that debt would be significantly higher than it is currently.

WHY WOULD THE COST OF DEBT BE HIGHER?

The reason the debt cost would be higher is because Arizona-American would not be an A
or Baa-rated company, as AWCC is. On a stand-alone basis, Arizona-American would
probably be rated poorly. In fact, at the end of 2004 Arizona-American’s outside lender,
CoBank, downgraded Arizona-American from a “4” risk rating to a “7” risk rating.
CoBank assigns a risk rating to each of its borrowers as part of their pricing and credit
underwritihg process. They currently use a 14-point scale, with 1 being the highest credit
quality. According to CoBank, the main driver in the deterioration in the creditworthiness
of Arizona-American has been the inability of operating cash flow to keép pace with the
amount of debt capital that has been required to meet capital requirements in the service
territory. As a result, Arizona-American’s cost of debt would significantly increase if ne;’v
debt was required from CoBank. As of May 6, 2005, CoBank instructed the Company

that its borrowing rate was 7.10%.

DOES THE FACT THAT ARIZONA-AMERICAN AND ITS CUSTOMERS
BENEFIT FROM A LOWER EMBEDDED COST OF DEBT JUSTIFY AN ROE
LOWER THAN WHAT THE COMPANY WOULD OTHERWISE RECEIVE?
No. Such an outcome would not constitute a fair return. Messrs. Kolbe and Vilbert

address the appropriate ROE in their testimonies.
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DOES THE COMPANY BELIEVE IT WILL HAVE THE OPPORTUNITY TO
EARN ITS AUTHORIZED RETURN?

No, for several reasons. As I discuss below, Arizona-American is currently in the process
of investing over $35 million in new facilities in Paradise Valley to comply with the
EPA’s new arsenic containment standard for drinking water and to improve public safety.
The Company has requested approval of ACRM and PS surcharges to recover a portion of
the costs related to these projects. However, the Company will incur significant on-going
operating and maintenance expenses related to arsenic treatment, which has not been
requested for recovery for at least one year after incurrence or until the next general rate
case. Additionally, the PS surcharge has regulatory lag automatically built in as part of
the recovery (i.e. — the surcharge is only adjusted annually for all construction that may be

finalized throughout the year).

While I believe the parﬁal cost recovery mechanisms proposéd below are a step in the
right direction, certain aspects of Arizona rate setting, such as the use of an historic test
year and the 1nability to recover significant expense increases in the absence of a general
rate case lead me to believe that regulated water utilities in Arizona likely cannot expect to
earn their authorized return, on average, without significant customer growth. The fact
that Paradise Valley did not earn its authorized return at all during the 1990s, despite

having filed five rate cases during that period, is further evidence that the Company - and
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utility investors in Arizona for that matter - do not believe they can earn the authorized

rate of return under traditional Arizona ratemaking arrangements.

HAVE YOU PREPARED AN EXHIBIT SHOWING AUTHORIZED AND
EARNED RETURNS FOR PARADISE VALLEY?

Yes. Exhibit DPS-1 shows authorized and earned returns for Paradise Valley from 1991
t0 2001.2 During that period, Paradise Valley fell short of its overall authorized rate of
return by a total of approximately $1.4 million and its equity investors under-earned by a

total of approximately $2.6 million.

TEST YEAR EXPENSE ADJUSTMENTS

PLEASE EXPLAIN THE EXPENSE ADJUSTMENTS YOU SPONSOR ON
SCHEDULE C-1

The adjustments I sponsor on Schedule C-1 are:

ADJUSTMENT D-1: (860,527). Adjustment D-1 normalizes test year net depreciation
and amortization expense to reflect the Company’s adjusted UPIS. Depreciation expense
was calculated by multiplying adjusted UPIS and corporate-allocated plant account
balances by their assigned depreciation rates. Contribution depreciation was calculated in
the same manner and subtracted from depreciation expense to arrive at net depreciation

expense of $681,374. Test year amortization of CPS and Mummy Mountain acquisition
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costs of $32,634 and $6,570, respectively, were then added to normalized net depreciation

expense to arrive at normalized net depreciation and amortization expense of $720,578.

ADJUSTMENT E-1: ($14,879). Adjustment E-1 normalizes test year property tax
expense to reflect Staff’s property tax calculation methodology. A three-year average of
revenues was multiplied by two and reduced by the book value of transportation
equipment to arrive at an estimate of full cash value. The assessment ratio of 25 percent
was then applied to the full cash value to arrive at an assessed value of $2,579,437. The
assessed value was then multiplied by Paradise Valley’s effective property tax rate of 8.24
percent to estimate initial property tax expense of $212,427. Test year taxes on parcels of
$814 were then added to initial property tax expense to arrive at total normalized property

tax expense of $213,241.

ADJUSTMENT G-1: ($22,449): Adjustment G-1 normalizes State income taxes to

reflect all adjustments included in the application.

Adjustment G-2: ($101,905): Adjustment G-2 normalizes Federal income taxes to reflect

all adjustments included in the application.

ADJUSTMENT H-1: ($66,439): Adjustment H-1 removes AFUDC earnings from the

test year to reflect the removal of CWIP from rate base.

? Prior to 2002, Arizona American’s operations included only the Paradise Valley district.
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ADJUSTMENT I-1: ($134,592): Adjustment I-1 normalizes interest expense to reflect
synchronized interest. The Paradise Valley District is a division of Arizona-American,
and as such, does not have its own separate and distinct capitalization. Therefore,
synchronized interest expense was calculated by multiplying Arizona-American’s
weighted cost of debt of 3.43 percent, as shown in Schedule D-1, by the Company’s rate

base of $11,651,216, to arrive at a normalized interest expense of $399,637

III.  ARSENIC COST RECOVERY MECHANISM

WHAT IS ARIZONA-AMERICAN’S REQUEST IN THIS PART OF THE
PROCEEDING?

Arizona-American is requestiﬂg approval of an ACRM for Paradise Valley. Additionally,
Arizona-American is requesting that the Commission issue an interim accounting order in
this proceeding approving the deferral of capital costs (depreciation and gross return)
related to arsenic-removal facilities placed into service in Paradise Valley prior to the
ACRM going into effect. Once approved, Arizona American will make a series of filings
for specific ACRM surcharge step-increases based on actual capital costs and recoverable

deferred and recurring operating and maintenance expenses.

WHY IS ARIZONA-AMERICAN MAKING THIS REQUEST?
As mentioned previously, Arizona American is in the process of investing over $19

million in new facilities in Paradise Valley to comply with the EPA’s new arsenic
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containment standard for drinking water. That standard goes into effect on January 23,
2006. The current standard is 50 parts per billion (“ppb”). The new standard is 10 ppb.
Arizona-American currently delivers water in Paradise Valley at levels below the present
standard but in excess of the new standard. In order to prevent deterioration of Arizona-
American’s financial health, the Company must recover at least a portion of these

significant costs on a timely basis.

WHAT FACILITIES WILL ACTUALLY BE CONSTRUCTED?
Mr. Joseph Gross addresses the technical details of the facilities Arizona-American needs

to construct to comply with the new federal standard.

HOW DOES ARIZONA-AMERICAN’S PROPOSED ACRM FOR PARADISE
VALLEY COMPARE TO THE ACRM REQUESTED BY ARIZONA-AMERICAN
IN DOCKET NO. WS-01303A-02-0867, ET AL?

Arizona-American’s request for Paradise Valley is almost identical to that requested in

docket WS-01303A-02-0867, et al:

1. The ACRM is based solely on actual costs and costs eligible for recovery, which are

depreciation, gross return, and recoverable O&M.

2. Actual rate recovery via the ACRM commences after new arsenic facilities are in

service and are in compliance with the new US EPA standard for arsenic.
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3. Establishment of deadlines for filing our next rate case, without limit on Arizona

American’s ability to file earlier as per existing Commission orders.

4. An ACRM rate design composed of a 50/50 split of the recovery between monthly
minimum charges and volumetric charges. The volumetric charges will be based on
the same inclining block rate design as will be approved in this decision.

5. A financial presentation composed of ten standard schedules.

6. Recoverable O&M costs include only media replacement or regeneration, media

replacement or regeneration service, and waste disposal.

7. A deferral for future recovery of up to 12 months of recoverable O&M, without return,

commencing with the in-service of facility(s).

8. Two step-rate increases.

9. No true-up of the ACRM for over or under collection.

10. Gross return included in the ACRM based on the return authorized in this proceeding.
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HOW WILL ARIZONA-AMERICAN FINANCE THE FACILITIES?

The Company will finance the facilities with debt and equity. Arizona-American
considered borrowing from the Arizona Water Infrastructure Finance Authority
(“WIFA”), but concluded that borrowing from WIFA offered no material benefit over
borrowing from AWCC. Arizona-American is currently able to borrow from AWCC at a
rate of 70 basis points above Treasury — a rate much better than Arizona-American, or
likely any other Arizona water company, could borrow on its own. Further, it does not
appear that Arizona American would meet the interest coverage test in WIFA’s

requirements.

WHAT FINANCIAL SCHEDULES WILL THE COMPANY FILE IN
CONNECTION WITH THE ACRM?

Arizona-American will file the same schedules proposed in Docket No. WS-01303A-02-
0867, et al. These are also the same schedules approved for Arizona Water Company’s

Northern Division in Decision No. 66400.

WHAT IS ARIZONA-AMERICAN’S ANTICIPATED TIMELINE FOR THE
PARADISE VALLEY’S ACRM?

The ACRM timeline will depend on: 1) the timing the completion of the facilities, and 2)
the timing of a final order in this proceeding. Assuming: 1) the completion of facilities by
July 2006, and 2) a final order in this proceeding also issued in July 2006, we anticipate

the following timeline:
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1) An accounting order is issued in this proceeding before January 31, 2006, approving the
deferral of capital costs (depreciation and gross return) related to arsenic treatment
facilities completed and placed into service in Paradise Valley prior to the ACRM going

into effect.

2) A final order is issued in July 2006, and then Arizona-American files the standard
ACRM schedules with the Commission in August 2006, requesting a specific step 1
ACRM rate increase in Paradise Valley. Additionally, Step 1 may include arsenic

treatment facility capital costs deferred prior to Step 1.

3) The parties review the filing at an Open Meeting in September 2006 and the
Commission approves a specific ACRM surcharge for Paradise Valley, which is effective

on customer bills in October 2006.

4) Arizona-American again compiles the standard ACRM schedules using actual data and
files them at the Commission in August 2007, requesting a specific Step Two ACRM rate

increase in Paradise Valley.

5) The parties review the filing and later at an Open Meeting in late September 2007 the
Commission approves a Step Two specific ACRM surcharge for Paradise Valley, which is

effective on customer bills in October 2007.
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6) The ACRM surcharge will then remain on customer bills until the effective date of

new permanent rates in Paradise Valley, at which time the ACRM will end.

PLEASE FURTHER DESCRIBE THE REQUEST FOR AN ACCOUNTING
ORDER.

Arizona-American is required to comply with the EPA standards for Arsenic levels in
2006. It is fully expected that the required Arsenic removal facilities will be on-line and
useful well prior to the expected decision date July 2006 in this case. Since these facilities
will be on-line and useful prior to the decision date, Arizona-American needs a
mechanism in place to mitigate the negative income impacts of the revenue requirement
for these facilities as they become useful. Since the proposal herein is to approve the
ACRM after the decision date in this proceeding, it is necessary to receive an accounting

order from the Commission to allow for the deferral of the return and depreciation on the

- completed facilities until the ACRM is in place. This accounting order needs to be issued

before the end of January 2006 to ensure all revenue requirements of the facilities can be

deferred.

WHAT IS ARIZONA-AMERICAN’S PLANNED SCHEDULE FOR FILING THE

NEXT PERMANENT RATE CASE FOR PARADISE VALLEY?
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1f A Arizona-American currently plans to file a rate case for its Paradise Valley District not
2 later than May 2010. The selection of this date is driven by the schedule for the PS
3 Surcharge discussed in the next section.
4
5 IV. PUBLIC SAFETY SURCHARGE

6| Q. WHAT IS ARIZONA-AMERICAN’S REQUEST IN THIS PART OF THE
7 PROCEEDING?

8l A. Arizona-American is requesting approval of a PSS surcharge for Paradise Valley.

9 Additionally, Arizona-American is requesting that the Commission issue an interim
10 accounting order in this proceeding approving the deferral of capital costs (depreciation
11 and gross return) related to public safety/fire flow improvement facilities placed into
12 service in Paradise Valley prior to the surcharge going into effect. Once approved,
13 Arizona American will make a series of filings for specific PS step-increases based on
14 actual capital costs.
15

16f Q. WHY IS THE APPROVAL OF A SURCHARGE MECHANISM NEEDED IN

17 ORDER FOR ARIZONA-AMERICAN TO COMPLETE PARADISE VALLEY

18 FIRE FLOW IMPROVEMENT PROJECTS IN A TIMELY MANNER?

191 A. Since the fire flow improvements are really a series of many individual projects, the

20 Company cannot afford to absorb the regulatory lag on such a discretionary undertaking.

21
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1 | In their testimonies, Mr. Gross and Mr. Biesemeyer discuss the identified need to improve
2 the Paradise Valley fire flow network, the capital improvements needed to improve the
3 network, the timing for completing those projects, and the Town of Paradise Valley’s
4 strong support for such an undertaking. In a good-faith belief that the Commission will
5 authorize implementation of a surcharge mechanism, Arizona-American either has already
6 completed, or will soon complete, the initial phase of the total project.
7
8 From a ratemaking perspective, surcharges provide an alternative to frequent base rate
9 increase requests and mitigate earnings attrition that results when large construction
| 10 projects are completed between base rate cases. Earnings attriﬁon increases investment
11 risk that, in turn leads to increased capital costs. A surcharge mechanism also facilitates
12 timely and orderly construction planning and helps secure the capital commitments that
13 are vital to any planning process.
14
15f Q. WHAT ARE SOME OF THE UNIQUE FINANCING AND RATEMAKING

16 ISSUES ASSOCIATED WITH COMPLETING CAPITAL PROJECTS TO
17 REPLACE PORTIONS OF A WATER DISTRIBUTION SYSTEM?

18 A. A water distribution network is not only needed to provide high quality and reliable water

19 service to residents and businesses, it simultaneously provides water at pressures sufficient
20 to meet fire flow demands. Rates must be set to balance the unique costs associated with
21 - the dual use of the distribution system between water use customers and fire protection

22 service providers.
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Distribution system assets typically have long lives and extremely low annual depreciation
rates. For example, currently it takes Arizona-American about 50 years to recover the
original cost of capital investments completed to replace portions of its distribution
network. Therefore, depreciation accrual rates that reflect long property lives minimize
internal cash flows and cause a greater portion of the rate base to be externally financed
than would otherwise be required. Absent a surcharge mechanism for the recovery of a
portion of any significant increase in depreciation expense, completion of large

construction projects only compound this cash flow problem.

Additionally, construction projects completed to improve fire flows will not generate any
additional annual revenues. The program will only enhance service to existing customers.
As aresult, absent a surcharge mechanism, no additional revenues will be available on a

timely basis to offset cash flow erosion and earnings attrition.

Q. WHAT TYPES OF CAPITAL EXPENDITURES ARE PROPOSED FOR
INCLUSION IN THE CALCULATION OF THE PUBLIC SAFETY
SURCHARGE?

A. The Company proposes to include capital expenditures for projects that a) improve fire
flows; b) produce no significant additional revenues and c) do not materially reduce

operating expenses. Records will be maintained to segregate the cost of eligible capital
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investments and capital investments that would otherwise be made during the due course

of the Paradise Valley on-going operation.

This narrow definition of an “eligible” investment is the primary feature of the PS
surcharge that distinguishes it from surcharges authorized by regulators in other states for
the recovery of additional costs associated with distribution system improvement projects.
Those types of surcharges include a much broader spectrum of distribution system

improvements as eligible investments.

Q. ARE THERE ANY OTHER FEATURES OF THE PROPOSED SURCHARGE
THAT DIFFER FROM FEATURES OF DISTRIBUTION SYSTEM
IMPROVEMENT SURCHARGES IN PLACE IN OTHER STATES?

A. Yes. Approved distribution system improvement surcharges in place in other states are
typically adjusted on a quarterly basis. Arizona-American proposes only that the PS

surcharge be annually adjusted.

Q. WHY DOESN’T ARIZONA-AMERICAN MINIMIZE EARNINGS ATTRITION
BY USING OTHER RATEMAKING AND ACCOUNTING TECHNIQUES
ALREADY IN PLACE?

A. The Paradise Valley fire-flow improvement program consists of several revenue-neutral

projects. Individually, those projects will require several hundreds of thousands of dollars




10
11
12
13
14
15
16
17

18

21

22 H]

DOCKET NO. W-01303A-05-

Arizona American Water Company
Direct Testimony of David P. Stephenson
Page 24 of 37

of capital expenditures each. However, collectively these projects will require capital

expenditures in excess of $16 million.

Under current accounting and ratemaking precepts, completing such a program between
base rate cases will result in earnings erosion and increase the need to file frequent base
rate cases to minimize that impact. As noted earlier, earnings risk increases investment
risk that in turn, increases the cost of capital for other externally-financed capital
investments as well as the cost of financing the entire rate base. Therefore, absent a
surcharge mechanism, there is no ratemaking or accounting technique other than frequent

base rate case filings to offset earnings erosion.

Q. WHY DOESN’T ARIZONA-AMERICAN BOOK ALLOWANCE FOR FUNDS
USED DURING CONSTRUCTION (“AFUDC”) TO OFFSET A PORTION OF
THE ANTICIPATED EARNINGS EROSION?

A. Arizona-American does book AFUDC for most large construction projects. However,
projects such as water treatment or source of supply improvement projects typically take a
long time to complete and have known completion dates. As a result, the timing of a base
rate case filing that includes the final cost of those projects can be synchronized for
optimum rate recognition between the in-service date of the project and the cessation of
AFUDC accruals. AFUDC cannot be used to offset the earnings attrition caused by
completion of the Paradise Valley fire flow improvement projects for two principal

reasons.
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First, several different construction projects will be completed throughout each year of the
program. [t would be impossible to synchronize rate recognition with the in-service dates
of those projects. Consequently, even if Paradise Valley filed every year for rate relief,
there would be a gap of a number of months following the completion of a revenue-neutral
capital investment project during which neither a paper (i.e. AFUDC) nor a cash return

could be eamned.

Second, Arizona-American does not accrue AFUDC on projects that take less than one
month to complete or that individually fail to meet a certain dollar threshold. Some of the
planned construction projects will be completed within a few months. Therefore, even if
AFUDC were booked on the fire flow improvement projects, only a minimal amount

would be recorded.

Q. HOW DOES ARIZONA-AMERICAN PROPOSE TO INITIALLY IMPLEMENT
THE PUBLIC SAFETY SURCHARGE?

A. Arizona-American is asking that Step One of the surcharge become effective on the same
date that new base rates approved by the Commission in this docket become effective.
We estimate that to be approximately mid-2006. The Step One surcharge would include
the cost of fire-flow improvement projects completed by Arizona-American in 2005 and
the beginning part of 2006, and inch_xde th¢ gross return_and depreciation deferred since

the approval of the accounting order in this proceeding. We will provide detail related to
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fire-flow projects currently under design or construction, which will be completed and

placed into service over the course of this proceeding to ensure that those projects are in

service and benefiting customers on the date new rates are approved. Fire-flow related

projects completed in 2004 are already included in the calculation of new base rates

approved in this rate case.

Documents supporting the calculation of the initial surcharge will be filed no later than

April 1,2006. Based on current construction plans, the initial surcharge will then be

increased in accordance with the following schedule:

Filed
Initial (Step 1) Surcharge April 1, 2006
Step 2 increase Mid-2007
Step 3 increase Mid-2008
Step 4 increase Mid-2009
Step S increase Mid-2010
Base Rate Increase May-2010

Implemented
Mid-2006

45-days
45-days
45-days
45-days
June-2011

As Mr. Townsley discusses in his testimony, the Company proposes to file its next

Paradise Valley rate case in 2010, or about four years following an anticipated final order

in this case. The Company anticipates both the ACRM and PS surcharges to cease

following a final order in the next Paradise Valley rate case, commensurate with placing

these project costs in rate base.
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Q.

PLEASE FURTHER DESCRIBE ARIZONA-AMERICAN’S REQUEST FOR AN
ACCOUNTING ORDER RELATED TO THE PS IMPROVEMENTS.

The proposed PS improvements are a discretionary expenditure in Paradise Valley. As
such, Arizona-American can choose to make the investment or not, depending on many
circumstances. Because there is widespread public demand for the investments, Arizona-
American has decided to go forward with these facilities, subject to the approval of a
reasonable cost recovery mechanism by this Commission. Part of this mechanism is to
have in place an accounting order to allow the deferral of all investment costs (return and
depreciation) related to portions of the project completed before the PSS is authorized.
Part of the fire flow project is already complete and other portions will be complete in
early 2006. The Company is not earning, or recovering depreciation, on these completed
portions of the project. To mitigate this loss of return and depreciation, the Company
requests that it be allowed an accounting order to defer the return and depreciation for
later recovery in the first step of the PSS. It is further requested that this accounting order

be issued as soon as reasonably possible after this application is filed.

HOW WILL ARIZONA-AMERICAN CHANGE THE FILING AND

IMPLEMENTATION DATES FOR THE PSS IF ACTUAL FIRE FLOW

- IMPROVEMENT CONSTRUCTION CANNOT BE COMPLETED AS

CURRENTLY PLANNED?
It is anticipated that each construction phase can be completed during the year that phase

is scheduled to begin. However, if some phase of the project cannot be completed during
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the same year that it begins, Arizona-American will alter its filing and implementation
dates accordingly. However, Arizona-American will not make a filing for a PS step to

become effective prior to twelve months after the effective date of the previous step.

WILL THE PS SURCHARGE BE SEPARATELY IDENTIFIED ON CUSTOMER
BILLS?

Yes, it will be separately shown as a line item on all customers’ bills, except for public fire
service customers. The surcharge will not be applied to bills for public fire service
customers since most Paradise Valley general water service customers are also taxpayers
of communities billed for public fire service. Therefore, passing the additional fixed costs
to improve fire flows to public fire service customers in the form of the PS surcharge may
result in the general water service customers of Paradise Valley experiencing either higher
taxes or a reduction in public services. The allocation of public fire service costs among

customer classes is best addressed during proceedings for the next base rate case.

WILL THE PS SURCHARGE BE SUBJECT TO AUDIT?

Yes. Reports and reconciliations will be made regarding the proposed surcharge.
Documents supporting the surcharge for any upcoming period will be filed with the
Commission approximately 45 days prior to the implementation date. This step will
ensure that eligible additions are in service prior to implementation of the surcharge. This
step will also provide an opportunity for Commission review of the surcharge calculation

prior to its inclusion on customer bills.
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1
2 Additionally, an annual reconciliation of revenues collected under the surcharge will be
3 performed. Records regarding revenues collected under the surcharge will be maintained
4 for the reconciliation period and compared to actual revenues and costs for that period.

6 | Q. HAVE YOU PREPARED AN EXAMPLE OF PUBLIC SAFETY SURCHARGE

7 CALCULATIONS?

8 A. Yes. Attached to this testimony are schedules that calculate the surcharge anticipated to

9 be implemented at the close of this proceeding and subsequent annual increases to that
10 surcharge as additional eligible additions are placed in service during the following years.
11 All surcharge forecasts are based on current construction cost estimates and timing,
12 current annual depreciation rates and pro forma capital costs are used to calculate the
13 revenue requirement requested in this rate case.
14
15 Schedule PSS-1 shows the Step-One surcharge calculation and Schedules PSS-2, 3, 4, and
16 5 show subsequent annual adjustments. As can be noted on these schedules, assuming the
17 PS surcharge is authorized and implemented between 2005 and the end of 2009, Arizona
18 American will spend over $16 million to improve fire flows. As a result of this significant
19 rate base increase at the end of that period, a PS surcharge of about 39% will be in place.
20
21 The annual revenue requirement in terms of total dollars for the PS investments is

22 projected to be as follows:
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Step 1 (Including an estimate of the deferred amount)- $581,830
Step 2 - $1,114,539 ’
Step 3 - $1,346,108
Step 4 - $1,674,083
Step 5 - $2,124,487
As the calculations on the attached exhibits clearly demonstrate, these important service

enhancements can be timely completed, with a gradual adjustment of customer bills, if the

PS Surcharge is approved.

Q. PLEASE DESCRIBE THE CALCULATIONS PRESENTED ON THE ATTACHED
EXHIBITS IN GREATER DETAIL.

A. The first step of calculating the PS surcharge is shown on Schedule PSS-1. That step
identifies eligible net additions. Some of the fire-flow improvement projects will require
the replacement of existing facilities and associated retirements will result. A forecast of
retirement costs has been included in the rate base calculation. Again, the actual PS
surcharge will be based solely on actual, verifiable, plant additions and associated

retirements.

The calculation of additional annual depreciation expense resulting from completion of the
fire flow improvement projects is shown in the second step on Schedule PSS-1. Eligible
depreciation expense is calculated by applying the current annual depreciation accrual

rates to the original cost of the eligible property, net of retirements.
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The increase in annual pre-tax return requirements is calculated in the third step on
Schedule PSS-1. The actual surcharge calculation will be based on state and federal
income tax rates and authorized returns approved in the final order for this general rate
case. However, since that information will not be available until the Commission issues

its final order, pro-forma costs were used on the attached schedules.

Finally, all cost elements of the surcharge are combined in the last step shown on
Schedule PSS-1 to arrive at the necessary revenue requirement. This step also includes
the deferred revenue requirement associated with the requested accounting order. Almost
one-half of the first year’s revenue requirement is related to the deferral. The calculation

steps shown on Schedule PSS-1 are repeated in Schedules PSS-2, 3, 4, and 5.

WHAT DO YOU PROPOSE AS A METHOD OF RECOVERY FOR THE
NECESSARY REVENUE REQUIREMENT RELATED TO THE PS
INVESTMENTS?

The Company proposes that the revenue requirement associated with the PS Investments
be recovered 50 percent as a fixed monthly charge based on meter size, and the remaining
50 percent be recovered as a quantity rate surcharge. The proposed quantity rate
surcharge would be an inclining two-block surcharge for residential customers and a flat
block rate for all other customers. The break point for the residential customers would be

at 80 units per month. Pages 2 and 3 of Schedule PSS-1 show the proposed rate design
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and resulting typical bill analysis based on the assumptions made on Schedule PSS-1,

page 1.

Q. WHY HAVE YOU PROPOSED A TWO-BLOCK SURCHARGE FOR
RESIDENTIAL CUSTOMERS AND A FLAT-BLOCK SURCHARGE FOR
OTHER CUSTOMERS?

A. We have made this proposal for three reasons: 1) to promote conservation in the
residential classification, 2) to provide some rate relief for smaller lower income
customers, and 3) to provide an equitable, even recovery mechanism for the small number
of non-residential customers in Paradise Valley. The flat block for non-residential is the
most equitable since the increased ﬁre protection benefits all equally. We did not propose
the same for residential customers since we do not want to overly impact low-use, low-

income, customers disproportionately to their income.

Q. PLEASE SUMMARIZE THE BENEFITS OF IMPLEMENTING THE
SURCHARGE.
A. As discussed by other witnesses, there are numerous reasons why approval of the PS

surcharge advances the public interest. However, the major ratemaking benefits are:
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Shared Attrition Risk - Approval of a surcharge mechanism will provide Arizona-
American with the assurance needed to move forward with completion of engineering
work, securing rights of way, permitting and other preparation work needed for the timely
completion of the planned construction projects. That assurance is also a vital part of

securing the capital needed for completion of the fire flow improvement program.

Potential Decrease in the Frequency of Rate Filings -As this Commission is well aware,
water utilities are the most capital intensive of all utility service providers. Completion of
capital investment projects is one of the major factors that drive the need for water utilities
to seek increases in base rates. Approval of a mechanism for the timely cost recovery for
such a major capital investment undertaking will enable Arizona-American to postpone

rate cases and their associated costs to all parties.

Long-Term Viability of Paradise Valley Fire Flows - Paradise Valley customers want
fire flow improvements. Arizona-American wants to meet the demands of its customers
and improve existing fire flows in an orderly and timely manner. Approval of the PS
Surcharge will facilitate achievement of this service enhancement. If this problem must
be addressed over a longer period of time, it will become more difficult and costly to
finance the work that needs to be done now. In addition, the cost of future improvements

needed as the distribution system continues to age, will simply keep increasing.
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V. HIGH-BLOCK USAGE SURCHARGES

Q.  WHATIS ARIZONA-AMERICAN’S PROPOSAL IN REGARDS TO HIGH-
BLOCK SURCHARGES?

A. Arizona-American proposes to apply two separate non-cost of service-based surcharges on
all units of water consumed by customers in the final block of the approved tariff. The
two surcharges would be $2.00 per unit of water consumed, up to the last five percent of
the total consumption in the high block, and $5.00 per unit of water consumed in the last

five percent of the high block.

WHY IS ARIZONA-AMERICAN PROPOSING SUCH A TARIFF SURCHARGE?
A. Arizona-American is proposing such surcharges to promote conservation and to relieve
some of the cost of service on customers, including lower income customers in future

proceedings.

Q. HOW WOULD SUCH A SURCHARGE RELIEVE PART OF THE COST OF
SERVICE ON LOWER INCOME CUSTOMERS?

A. Arizona-American proposes that this surcharge be accounted for as a contribution in aid of
construction. The funds collected through the surcharge would be recognized as a
contribution towafd plant, thereby reducing rate base. The reduction in rate base would
lower the future revenue requirement, thereby reducing rates and assisting customers,

including low-income customers.
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1
2 The Company has not estimated the contribution from these two high block charges in its
3 ACRM and PS surcharge calculations in this case. However, the actual on-going
4 contributions will be reflected in future PS or ACRM Step filings.

6 Q. IS THERE PRECEDENT FOR SUCH A SURCHARGE?

71 A. The proposal is very similar in effect to existing low-income program, but with the

8 additional benefit of also promoting conservation. Water use in Paradise Valley is

9 historically high. Introducing rate incentives to conserve should promote conservation.
10
11 V1. PROPERTY SALES

12 Q. HAS ARIZONA-AMERICAN SOLD ANY UTILITY PROPERTY IN PARADISE
13 VALLEY SINCE THE TIME OF ITS LAST RATE CASE IN 1998?

141 A. Yes, Arizona American sold one piece of utility property in 2004. The Company sold the

15 former operations/customer center on Casa Blanca. The property was no lohger used and
16 useful, as operations have been moved to other locations, including an office located on
17 McDonald Drive.

18

9 Q. WHAT WAS THE SALES PRICE AND NET GAIN ON THE LAND?

200 A. Below is the detail of the land sale:
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1. Sales Price $900,000.00
2. Sellers Costs 56,337.50
3. Original Cost of Land 13,491.59
4, Points 45,674.43
5. TOTAL COSTS $115,503.52
6. Pre-Tax Gain $784,496.48
7. Taxes @ 38.60% $302,185.64
8. NET AFTER TAX GAIN $481,680.84

Q. DOES ARIZONA-AMERICAN PROPOSE TO SHARE THE NET GAIN ON THE
SALE OF THE LAND WITH RATEPAYERS?

A. Yes, consistent with Commission practice, Arizona-American proposes that the net gain
on sale be shared 50-50 with ratepayers since this land was in rate base at the time of
Paradise Valley’s last rate case decision. Further, Arizona Ameﬁcan proposes that the
ratepayers’ portion of the net gain of $240,840.42 be provided to ratepayers as a monthly
fixed cost surcredit based on meter size, and the surcredit be spread over 5 years. This
proposal would produce a surcredit of $0.54 per 5/8 inch meter per month for five years.

All of the proposed monthly surcredits are as follows:

5/8-inch  $0.54
3/4 - inch $0.54
1 -inch $0.92
1.5-inch  $1.78
2 -inch $2.81
3 -inch $5.40
4 - inch $8.96
6 - inch $17.82
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Q. WHY IS THE COMPANY PROPOSING TO REFUND THE CUSTOMER NET
GAIN PORTION OVER 5 YEARS.

A. The land was in rate base over an extended period of time at a very small value,
approximately $14,000. Earnings on the land were probably close to $2,000 annually.

Because the annual cost to ratepayers was so negligible, spreading the extraordinary gain

back to ratepayers over time was the most equitable method.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.
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ARIZONA AMERICAN WATER SCHEDULE PSS-1
PARADISE VALLEY OPERATING DISTRICT PAGE 1 OF 3
PUBLIC SAFETY SURCHARGE (PSS) EFFECTIVE DATE XX/172006
2005/2006 ELIGIBLE NET ADDITIONS - STEP 1
PROJECT NET
NUMBER DESCRIPTION ADDITIONS RETIREMENTS ADDITIONS
200512006 Projects
Jackrabbit/Invergordon 12" Main $1,818,226 $9,091 $1,809,135
8 16" WM McDonald & 44th Street 667,000 3,335 663,665
Fire Hydrants 200,000 1,000 199,000
Contingency (on progect 8 only) 66,700 334 63,365
2,751,926 13,760 2,735,165
DEPRECIATION
ANNUAL
PROJECT DEPRECIATION ANNUAL
NUMBER  DESCRIPTION RATE ADDITIONS DEPRECIATION
Depreciation on 2005/2006 Additions
Main Replacements 2.52% 2,536,165 63,911
Fire Hydrants 2.10% 199,000 4,179
Totals $2,735,165 $68,090
REVENUE REQUIREMENT RATE
Revenue
Amount Capital Weighted Revenue Requirement
Capital {000°s) Percent Cost Cost Rate Multiplier Factor
Debt $198,791,428 63.27% 5.40% 3.42% 1.0000 3.42%
Equity 115,410,356 36.73% 12.00% 4.41% 1.6300 7.18%
. Total $314,201,784  100.00% 7.82% 10.60%
2006 (STEP 1) SURCHARGE CALCULATION
. 2005/2006 (Step 1) - Eligible Net Additions $2,735,165
. Net Rate Base for 2006 (Step 1) PSS Calculation 325735,165
Revenue Requirement Rate 10.60%
Pre-Tax Return on Net Rate Base $289,959
Annual Depreciation Expense on Eligible Investments 68,090
. Deferral of Gross Return on 75% of projects (assumes 9-05 acct. order and 7-06 final order) 181,224
. Deferral of Depreciation on 75% of projects (assumes 9-05 acct. order and 7-06 final order) 42,556
Total PSS Costs $581,830
Minimum Revenue $290,915
. Commodity Revenue $290,915
. Base Rate Revenue to Be Collected From during Step 1 $5,400,000
. PSS As Percentage of Bills Rendered During Step 1 10.77%
. impact on a $65 Monthly Bill $7.00
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ARIZONA AMERICAN WATER
PARADISE VALLEY OPERATING DISTRICT

PUBLIC SAFETY SURCHARGE (PSS) EFFECTIVE DATE

MONTHLY MINIMUM SURCHARGE CALCULATION - STEP 1

SCHEDULE PSS-1
PAGE 20F 3
XX/112006

LoD NOIGBRLN S

2004
Monthly Minimum Avg. Equivalent Fixed Increment
Meter Size Minimum Multipies Customers Meters Monthly Annual Total
5/8 - inch $ 8.41 1.0 2380 2,390 328 $ 94,031
3/4 - inch $ 8.74 1.0 17 18 341 8 695
1-inch $ 14.01 1.7 1957 3,260 546 $ 128,264
1.5 -inch $ 28.02 33 - - 1092 $ -
2 -inch $ 44.83 53 267 1,423 1748 $ 55,996
3-inch $ 84.06 10.0 12 120 3277 $ 4719
4 - inch $ 140.10 16.7 1 17 5462 §$ 655
6 - inch $ 280.20 333 5 167 109.24 $ 6,554
Total 4,649 7,394.23
Times 12 Months 88,730.77
Minimum Surcharge $ 328 $ 290,915
COMMODITY SURCHARGE CALCULATION - STEP 1
Avg. Consumption {000 Gallons) Customers
Total Company 3,213,392 4,649
Residential 2,281,374 4,342
Non Residentiat 932,018 307
Non Residential Commodity Surcharge (per 1,000 Gal) $ 0.0792
Per Customer Block 1 Block 2 Block 3
Residential (000 Gal.) 0-25 26 - 80 > 80
Avg. Monthly Consumption 43.8 18.4 15.5 9.9
Block 1 Block 2
0-80 >80
Residential Surcharge (per 1,000 Gal.) $0.0792 $0.1500
Monthly Annual Total
Residential - Block 1 $ 11,650 § 139,798
Residential - Block 2 $ 6,445 § 77,337
Non Residential $ 6,148 $ 73,780
Total $ 6,148 $ 290,915
Total Monthly Minimum & Commodity Revenue - STEP 1 3 581,830
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ARIZONA AMERICAN WATER SCHEDULE PSS-1
PARADISE VALLEY OPERATING DISTRICT PAGE 30F 3
PUBLIC SAFETY SURCHARGE (PSS) EFFECTIVE DATE XX/1/2006
PSS TYPICAL 5/8 INCH RESIDENTIAL BILL ANALYSIS - STEP 4
Gallons Present Proposed Percent
Consumption Rates Rates Increase
1,000 $ 9.14 $ 12.50 36.7%
5,000 $ 12.06 $ 15.73 30.5%
10,000 $ 15.71 $ 19.78 25.9%
15,000 $ 19.36 $ 23.83 23.1%
20,000 $ 23.01 $ 27.87 21.1%
25,000 $ 26.66 $ 31.92 19.7%
30,000 $ 35.06 $ 40.71 16.1%
35,000 $ 43.46 $ 49.51 13.9%
40,000 $ 51.86 $ 58.31 12.4%
45,000 $ 60.26 $ 67.10 11.4%
50,000 $ 68.66 $ 75.90 10.5%
55,000 $ 77.06 $ 84.69 9.9%
60,000 $ 85.46 $ 93.49 9.4%
65,000 $ 93.86 $ 102.28 9.0%
70,000 $ 102.26 $ 111.08 8.6%
75,000 $ 110.66 $ 119.88 8.3%
80,000 $ 119.06 $ 128.67 8.1%
85,000 $ 129.91 $ 140.27 8.0%
90,000 $ 140.76 $ 151.87 7.9%
95,000 $ 151.61 $ 163.47 7.8%
100,000 $ 162.46 $ 175.07 7.8%
105,000 3 173.31 $ 186.67 7.7%
110,000 $ 184.16 $ 198.27 7.7%
115,000 $ 195.01 $ 209.87 7.6%
120,000 $ 205.86 $ 221.47 7.6%
125,000 $ 216.71 $ 233.07 7.5%
130,000 $ 227.56 $ 244.67 7.5%
135,000 $ 238.41 $ 256.27 7.5%
Avg. Consumption (000 Gal.) 43.8 43.8
Average Residential Bill $ 58.24 $ 64.99 11.6%
Minimum Rate $ 8.41 $ 11.69 39.0%
Block 1 (0 - 25) Commodity 0.73 0.81 10.8%
Block 2 (26 - 80) Commodity 1.68 1.76 4.7%
Block 3 (> 80) Commodity 2.17 2.32 6.9%
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ARIZONA AMERICAN WATER SCHEDULE PSS-2
PARADISE VALLEY OPERATING DISTRICT EFFECTIVE DATE XX1112007
PUBLIC SAFETY SURCHARGE (PSS)
2006/2007 ELIGIBLE NET ADDITIONS - STEP 2
PROJECT NET
NUMBER DESCRIPTION ADDITIONS RETIREMENTS ADDITIONS
2006/2007 Projects
1 16" WM Lincoln/New CCBPS $1,255,570 $6,278 $1,249,292
3 16" WM Tatum 905,510 4,528 900,982
3 Fire Hydrants - Tatum 30,000 150 29,850
9 8" WM - Tatum 113,850 569 113,281
2 BPS CWH/8' WM Highland Drive 382,375 1,912 380,463
4 8'WM - S.CC zone 301,731 1,509 300,222
4 Fire Hydrants - S.CC zone 25,000 125 24,875
5 Replace 4" WM/CWSHPS 613,813 3,069 610,744
5 Fire Hydrants - CWSHPS 25,000 125 24,875
6 Stone Cayon/Racquet Club 577,875 2,889 574,986
10 8" WM - N. CC zone 306,763 1.534 305,229
1A 1.5MG Reservoir 750,000 3,750 746,250
Contingency 528,749 2,644 526,105
5,816,236 29,081 5,787,155
DEPRECIATION
ANNUAL
PROJECT DEPRECIATION ANNUAL
NUMBER DESCRIPTION RATE ADDITIONS DEPRECIATION
Depreciation on 2006/2007 Additions
Main Replacements 2.52% $4,961,305 125,025
Hydrant Replacements 2.10% 79,600 1,672
Reservoirs 3.15% 746,250 23,507
Totals $5,787,155 $150,203
REVENUE REQUIREMENT RATE
Revenue
Amount Capital Weighted Revenue Requirement
Capital {000°s) Percent Cost Cost Rate Multiplier Factor
Debt $198,791,428 63.27% 5.40% 3.42% 1.0000 3.42%
Equity 115410,356  36.73%  12.00% 4.41% 1.6300 7.18%
Total $314,201,784  100.00% 7.82% 10.60%
2007 (STEP 2) SURCHARGE CALCULATION
. 2005/2006 (Step 1) - Eligible Net Additions $2,735,165
2006/2007 (Step 2) - Eligible Net Additions $5,787,155
Less: Accumulated Depreciation On 2005/2006 Additions - One Year 68,090
Net Rate Base for 2007 (Step 2) PSS Calculation $8,454,229
Revenue Requirement Rate 10.60%
Pre-Tax Retum on Net Rate Base $896,246
. Annual Depreciation Expense on Eligible Investments 218,294
. Total PSS Costs $1,114,539
Minimum Revenue $567,270
Commodity Revenue $557,270
Base Rate Revenue to Be Collected During Step 2 $5,400,000
PSS As Percentage of Bills Rendered During Step 2 20.64%
impact on a $65 Monthly Bill $13.42
Less: Surcharge Already Included on the Monthly Bill 7.00
Incremental Increase in Monthly Surcharge $6.41
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ARIZONA AMERICAN WATER SCHEDULE PSS-3
PARADISE VALLEY OPERATING DISTRICT EFFECTIVE DATE XX/112008
PUBLIC SAFETY SURCHARGE {PSS)
2007/2008 ELIGIBLE NET ADDITIONS - STEP 3
PROJECT NET
NUMBER DESCRIPTION ADDITIONS RETIREMENTS ADDITIONS
2007/2008 Projects
7 8" WM Clearwater Parkway $56,925 $285 $56,640
8 16" WM McDonald & 44th Street 511,520 2,558 508,962
8 Fire Hydrants McDonald & 44th St 200,000 1,000 199,000
10 12" WM N. CC zone 181,125 906 180,219
10 Fire Hydrants N. CC zone 25,000 125 24,875
11 Las Brisas Fire Pump and 8" WM 392,438 1,962 392,438
11 Fire Hydrants - Las Brisas 25,000 125 24,875
12A 12" and 8" WM serving Tatum Canyon 387,090 1,935 385,155
Contingency 177,910 890 177,020
Totals $1,957,008 $9,785 $1,949,185
DEPRECIATION
ANNUAL
PROJECT DEPRECIATION ANNUAL
NUMBER DESCRIPTION RATE ADDITIONS DEPRECIATION
Main Replacements 2.52% $1,700,435 42,851
Hydrant Replacements 2.10% 248,750 5,224
Totals $1,949,185 $48,075
REVENUE REQUIREMENT RATE
Revenue
Amount Capital Weighted Revenue Requirement
Capital {000's) Percent Cost Cost Rate Multiplier Factor
Debt $198,791,428 63.27% 5.40% 3.42% 1.0000 3.42%
Equity 115,410,356 36.73% 12.00% 4.41% 1.6300 7.18%
Total $314,201,784 _ 100.00% 7.82% 10.60%
2008 (STEP 3) SURCHARGE CALCULATION
2005/2006 (Step 1) - Eligible Net Additions $2,735,165
2006/2007 (Step 2) - Eligible Net Additions 5,787,155
2007/2008 - (Step 3) Eligible Net Additions 1,949,185
. Less: Accumulated Depreciation On 2005/2006 (Step 1) Additions ( 2 years) 136,181
Accumulated Depreciation on 2006/2007 (Step 2) Additions (1 Year) 150,203
Net Rate Base for 2008 (Step 3) PSS Calculation 31051 85!120
. Revenue Requirement Rate 10.60%
Pre-Tax Return on Net Rate Bases $1,079,740
. Annual Depreciation Expense on Eligible Investments 266,368
Total PSS Costs $1,346,108
Minimum Revenue $673,054
Commodity Revenue $673,054
Base Rate Revenue to Be Collected during Step 3 $5.400.000
PSS As Percentage of Bills Rendered During Step 3 24.93%
impact on a $65 Monthly Bili $16.20
Less: Surcharge Already Included on the Monthly Bill 13.42
Incremental Increase in Monthly Surcharge $2.79
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ARIZONA AMERICAN WATER SCHEDULE PSS4
PARADISE VALLEY OPERATING DISTRICT EFFECTIVE DATE XX11/2009
PUBLIC SAFETY SURCHARGE (PSS)
2008/2009 ELIGIBLE NET ADDITIONS - STEP 4
PROJECT NET
NUMBER DESCRIPTION ADDITIONS RETIREMENTS ADDITIONS
2008/2009 Projects
Reevaluation $100,000 $500 $99,500
4" Main Replacements 1,536,975 7,685 1,529,290
Replace 50 Fire Hydrants 250,000 1,250 248,750
16 8" Water Main - Zone North 480,700 2,404 478,297
Valve Study ’ 120,000 600 119,400
Contingency 248,768 1,244 247,524
Totals $2,736,443 $13,682 $2,722,760
DEPRECIATION
ANNUAL
PROJECT DEPRECIATION ANNUAL
NUMBER DESCRIPTION RATE ADDITIONS DEPRECIATION
Main Eeplacements 2.52% $2,474,010 62,345
Hydrant Replacements 2.10% 248,750 5,224
Totals $2,722,760 $67,569
REVENUE REQUIREMENT RATE
Revenue
Amount Capital Weighted Revenue Requirement
Capital {000’s) Percent Cost Cost Rate Multiplier Factor
Debt $198,791,428 63.27% 5.40% 3.42% 1.0000 3.42%
Equity 115,410,356 36.73%  12.00% 4.41% 1.6300 7.18%
Total $314,201,784 100.00% 7.82% 10.60%
2009 (STEP 4) SURCHARGE CALCULATION
. 2005/2006 (step 1) - Eligible Net Additions $2,735,165
2006/2007 (Step 2) - Eligible Net Additions $5,787,155
2007/2008 (Step 3) - Eligible Net Additions 1,949,185
2008/2008 (Step 4) - Eligible Net Additions 2,722,760
Less: Accumulated Depreciation On 2005/2006 (Step 1) Additions ( 3 years) 204,271
Accumuiated Depreciation on 2006/2007 (Step 2) Additions (2 years) 300,407
Accumuiated Depreciation on 2007/2008 (Step 3) Additions (1 year) 48,075
Net Rate Base for 2009 (Step 4) PSS Calculation $12!641 512
Revenue Requirement Rate 10.60%
. Pre-Tax Return on Net Rate Bases $1,340,146
. Annual Depreciation Expense on Eligible Investments 333,937
. Total PSS Costs $1,674,083
Minimum Revenue $837,041
. Commodity Revenue $837,041
Base Rate Revenue to Be Collected during Step 4 $5,400,000
. PSS As Percentage of Bills Rendered During Step 4 31.00%
impact on a $65 Monthly Bill $20.15
. Less: Surcharge Already Included on the Monthly Bill 16.20
. Incremental Increase in Monthly Surcharge $3.95
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ARIZONA AMERICAN WATER SCHEDULE PSS-5
PARADISE VALLEY OPERATING DISTRICT EFFECTIVE DATE XX/1/2010
PUBLIC SAFETY SURCHARGE (PSS)
2009/2010 ELIGIBLE NET ADDITIONS - STEP §
PROJECT NET
NUMBER DESCRIPTION ADDITIONS RETIREMENTS ADDITIONS
2009/2010 Projects
13 87/6" cactus Wren/Sierra Vista $359,318 $1,797 $357,521
14 8" WM Invergordon 538,085 2,690 535,395
15 8"WM Chaparral 414,000 2,070 411,930
15 Fire Hydrants - Chaparral 70,000 350 69,650
178 8"/6" Keim/Bethany Home area 208,840 1.044 207,796
178 Fire Hydrants Keim/Bethany Home 10,000 50 9,950
18 Club Estates/Glen Drive Fire Pump 614,790 3,074 611,716
19 Stone Canyon 4" WM Replacements 395,456 1,977 393,479
19 Fire Hydrants - Stone Canyon 40,000 200 39,800
4" Main Replacements 638,699 3,193 635,506
Fire Hydrants 100,000 500 99,500
Contingency 338,919 1,695 337,224
Totals $3,728,107 $18.641 $3,709,466
DEPRECIATION
ANNUAL
PROJECT DEPRECIATION ANNUAL
NUMBER  DESCRIPTION RATE ADDITIONS DEPRECIATION
Main Replacements 2.52% $3,490,566 87,962
Hydrant Replacements 2.10% 218,900 4,697
Totals $3,709,466 $92,559
REVENUE REQUIREMENT RATE
Revenue
Amount Capital Weighted Revenue Requirement
Capital (000°s) Percent Cost Cost Rate Muitiplier Factor
Debt $198,791,428 63.27% 5.40% 3.42% 1.0000 3.42%
Equity 115410356 36.73%  12.00% 4.41% 1.6300 7.18%
Total $314,201,784  100.00% 7.82% 10.60%
2010(STEP 5) SURCHARGE CALCULATION
2005/2006 (Step 1) - Eligible Net Additions $2,735,165
. 2006/2007 (Step 2) - Eligible Net Additions $5,787,155
. 2007/2008 (Step 3) - Eligible Net Additions 1,949,185
. 2008/2009 (Step 4) - Eligible Net Additions 2,722,760
2009/2010 (Step 5) - Eligible Net Additions 3,709,466
Less: Accumulated Depreciation On 2005/2006 (Step 1) Additions ( 4 years) 272,361
Accumulated Depreciation on 2006/2007 (Step 2) Additions (3 years) 450,610
Accumulated Depreciation on 2007/2008 (Step 3) Additions (2 years) 96,149
Accumulated Depreciation on 2008/2009 (Step 4) Additions ( 1 year) 67,569
. Net Rate Base for 2010 (Step 5) PSS Calculation $16,017!041
. Revenue Requirement Rate 10.60%
. Pre-Tax Return on Net Rate Bases $1,697,991
. Annual Depreciation Expense on Eligible investments 426,496
Total PSS Costs $2,124,487
Minimum Revenue $1,062,243
. Commodity Revenue $1,062,243
Base Rate Revenue to Be Collected During Step 5 $5,400,000
PSS As Percentage of Bills Rendered During Step 5 39.34%
Impact on a $65 Monthly Bill $25.57
Less: Surcharge Already Included on the Monthly Bill 20.15
Incremental Increase in Monthly Surcharge $5.42
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L INTRODUCTION AND QUALIFICATIONS
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is David L. Weber and my business address is 3906 Church Road, Mount Laurel,

NJ 08054.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
I am employed by American Water Shared Services Center (“SSC”) as a Senior Financial
Analyst in the Rates and Regulation Department. The SSC is an at-cost service provider to

the operations of the American Water system.

PLEASE BRIEFLY OUTLINE YOUR RESPONSIBILITIES AS A SENIOR
FINANCIAL ANALYST.

As a Senior Financial Analyst, 1 am responsible for preparing testimony, exhibits, and work-
papers in support of rate applications on behalf of the operating subsidiaries in the American

Water System.

DESCRIBE YOUR EDUCATIONAL BACKGROUND.

I received a Bachelor of Arts degree in Accounting from Cedarville University in 1992 and
a Master of Business Administration degree in Finance from Drexel University in 2000. In
March 2004, I began studying toward a Doctor of Business Administration degree in

Accounting at Anderson University.
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PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.

A. From July 1992 to April 1994 I was employed as an Accountant by the public accounting
firms of George S. Olive & Co and Brandy, Ware, & Schoenfeld, Inc. in Richmond,
Indiana. In May 1994, I began employment in the American Water System as an
Accountant at New Jersey-American Water Company (NJAWC) in Haddon Heights, New
Jersey. In July 1995, I was promoted to Senior Accountant and in January 1997 to Senior
Financial Analyst. In that position at NJAWC I was responsible for preparing work papers
and exhibits for rate applications. In May 1999, I transferred to the American Water
corporate office in Voorhees, New Jersey, where 1 was responsible for various financial-

analysis and cash-management duties. In August 2001, I transferred to the SSC, where 1

assumed my present responsibilities.

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

A.  The purpose of my testimony is to support Schedules C and E in this general rate case
application as required by A.A.C. R14-2-103 for Class A Water Utilities. My testimony
will focus primarily on certain pro-forma adjustments enumerated on Schedule C-2. The
adjustments I am supporting on Schedule C-2 are Operating Revenues and Operations and

Maintenance Expenses, and Payroll Taxes.
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Q.

IL. ADJUSTMENTS TO OPERATIONS EXPENSE

PLEASE EXPLAIN THE PREMISE FOR THE $225,395 ADJUSTMENT TO
OPERATIONS EXPENSE CONTAINED IN NOTE (B) ON SCHEDULE C-2.

The adjustment is to annualize and normalize various Operations Expenses in the test year
for known and measurable changes, exclude expenses that should not be borne by the

ratepayer, and include proposed new costs and charges.

PLEASE BREIEFLY DESCRIBE WHAT WOULD CONSTITUTE KNOWN AND
MEASURABLE CHANGES.

Known and measurable changes are activities or costs incurred by the Company not
included in the recorded test year yet there is a high degree of certainty the activity or cost

will occur and the amount known.

PLEASE DESCRIBE THE OPERATING EXPENSE ADJUSTMENTS MADE ON
SCHEDULE C-2.
The operating expense adjustments, totaling $225,395 follow in the numerical order that

they appear on Note (B) of Schedule C-2:

1)  The adjustment of ($74,193) was made to exclude the test year operating expenses

relating to the Miller Road Treatment Facility. This matches the adjustment made by




10

11

12

13

14

15

16

17

18

19

20

21

DOCKET NO. W-01303A-05-__
Arizona American Water Company
Direct Testimony of David L. Weber
Page 4 of 10

Mr. Jordan to remove $340,000 in revenue associated with that facility. Ms. Stacey A.

Fulter explains the reasons for the Miller Road Treatment Facility adjustments.

2) The adjustment of ($§140,651) was made to normalize purchased power costs and to
reclassify Miller Road Treatment Facility purchased power costs posted to the general
ledger. The amount of ($5,783) is due to the normalization of power costs based on
power bills received for the twelve months of March 2004 to February 2005. The
amount of ($134,868) is due to the reclassification of Miller Road Treatment Facility

power costs based on approximately 23% of the production from the applicable wells.

3) The adjustment of $1,616 was made to normalize office lease costs for office space
located at 7500 East McDonald Drive, Scottsdale, AZ, leased from Dan Madison &
Co, Inc. The normalized costs include an increase of contractual base rent from
$3,376.75 effective 08/04/03 — 08/03/04 to $3,420.04 effective 08/04/04 — 08/03/05
and the Company’s contractual share of 9.66% of the increase in building operational
expenses for 2005. A copy of the lease contract and the lessor’s estimation of 2005

building operating costs are shown in work paper #2 and work paper #3, respectively.

4) The adjustment of $18,241 was made to reclassify office-lease costs that were

erroneously capitalized in the test year to operating expense.
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5)

6)

7

8)

The adjustment of $200,566 was made to allocate and normalize group insurance
expense relative to the proposed level of employees and payroll rates, net of the
expenses associated with the employees working at the Miller Road Treatment
Facility. The normalized group insurance expense was based upon the Company’s
portion of health and life insurance costs relative to salaries and wages effective April
1, 2005, reduced by a projected capitalized portion. Group insurance expense is
recorded for book purposes at a corporate level and must be allocated to each district

for ratemaking purposes.

The adjustment of $62,478 was made to include normalized OPEB expense. The
normalized expense includes the Company’s portion of costs related to retiree health
in.surance plus amortization of deferred costs, reduced by a projected capitalized
portion. These costs, like; those for group insurance, are recorded for book purposes at

the corporate level and must be allocated to each district for ratemaking purposes.

The adjustment of $94,280 was made to include amortization of rate case expense
based on the costs of preparation and presentation of this case. Ms. Fulter also

discusses rate-case costs.

The adjustment of $35,409 was made to include normalized pension expense. The
adjustment was calculated by dividing the projected year pension funding costs of

$296,624 by the 115 employee participants, resulting in a $2,579 funding cost per
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9

10)

11)

participant. The $2,579 cost was multiplied 14.1702 full-time equivalent employees
who worked at Paradise Valley in the test year, excluding time for work at Miller
Road Treatment Facility. The result was a $36,550 normalized pension cost. This
cost was reduced by a projected capitalized portion of $2,778, resulting in a projected
normalized pension expense of $33,772. Comparing the $33,772 normalize expense

to ($1,637) posted in the test year resulted in the adjustment of $35,409.

The adjustment of $33,552 was made to include the cost of writing-off the balance of

the Company’s materials and supplies inventory not posted to the general ledger.

The adjustment of $(22,368) was made to normalize the cost of writing-off the
Company’s materials and supplies inventory based upon a 36-month amortization

period.

The adjustment of $82,306 was made to normalize operations labor based on actual
wage increases that became effective April 1, 2005, at a full level of employees,
excluding any projected time spent working at the Miller Road Treatment Facility.
The projected time spent working at the Miller Road Treatment Facility was based
upon the recorded percentage of time spent working at the facility in the test year for
each employee. The total normalized payroll costs are projected to be $596,596. This

total is comprised of $508,684 related to regular time, $42,534 related to overtime
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work, $41,436 related to capital work at regular rates, and $3,942 related to capital

work at overtime rates.

The normalized regular time cost of $508,684 was calculated by multiplying each
employee’s hourly wage rate, effective April 1, 2005, by 2080 hours (40 hours per
week x 52 weeks) by the percentage of time the employee spent working for Paradise
Valley in the test year al;d subtracting from the result a projected amount of
normalized capital labor. The amount of normalized capital labor at regular rates of
$41,436 was projected by increasing the test year total capital labor of $43,843 by an
estimated wage increase amount of 3.50%, and subtracting projected capital labor at
overtime rates of $3,942. The amount of normalized overtime labor of $4é,534 was
projected by increasing the test year overtime labor of $41,096 by an estimated wage
increase amount of 3.50%. The amount of normalized capital labor at overtime rates
of $3,942 was projected by increasing the test year capital labor at overtime rates of

$3,808 by an estimated wage increase amount of 3.50%.

The $508,684 of projected normalized labor at regular rates and the $42,534 of
overtime work were added to derive projected normalized payroll expense of
$551,219. The projected normalized payroll expense was allocated $403,163 to
Operations Labor and $148,056 to Maintenance Labor by using 73.14% for operations
and 26.86% for maintenance, which was derived from the latest three calendar-year

average. Comparing the $403,163 and $148,056 of projected normalized labor
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expense for operations and maintenance to the test year expense of $320,857 and
$95,760 for operations and maintenance, respectively, excluding all work associated
with the Miller Road Treatment Facility, resulted in an adjustment of $82,306 for

Operations Labor Expense and $52,296 for Maintenance Labor Expense.

12) The adjustment of ($65,841) was made to exclude the test year operating labor

expenses associated with the Miller Road Treatment Facility.

IIL ADJUSTMENTS TO MAINTENANCE EXPENSE

Q. PLEASE EXPLAIN THE ADJUSTMENTS MADE TO MAINTENANCE EXPENSE
IN SCHEDULE C-2, NOTE (C).

A. As is the case with the adjustments made to Operations Expense, the adjustments to
Maintenance Expense pertain primarily to the annualizing and normalizing of various
maintenance expenses in the test year for known-and-measurable changes. The adjustments |
made to Maintenance Expense, totaling ($48,651), follow in number order that they appear

on Note (C) of Schedule C-2.

1)  The adjustment of ($100,772) was made to exclude the test-year maintenance
expenses associated with the Miller Road Treatment Facility included in the general

ledger.
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2) The adjustment of $52,296 was made to normalize maintenance labor based on actual
wage increases that became effective April 1, 2005. See the explanation related to the
adjustment to normalize operations labor for an explanation of the adjustment to

normalize maintenance labor.

3) The adjustment of ($175) was made to exclude the test year operating labor expenses

associated with the Miller Road Treatment Facility included in the general ledger.

IV. OTHER INCOME STATEMENT ADJUSTMENTS
Q. PLEASE EXPLAIN THE ADJUSTMENT MADE TO DEPRECIATION EXPENSE
IN NOTE (D) OF SCHEDULE C-2.
A. The adjustment of ($60,527) made to Depreciation Expense is discussed in the testimony of

David P. Stephenson.

Q. PLEASE EXPLAIN THE ADJUSTMENTS MADE TO PROPERTY TAX EXPENSE
IN NOTE (E) OF SCHEDULE C-2.
A. The adjustment made to Property Tax Expense, totaling ($14,879), is discussed in the

testimony of David P. Stephenson.

Q. PLEASE EXPLAIN THE ADJUSTMENTS MADE TO PAYROLL TAX EXPENSE

IN NOTE (F) OF SCHEDULE C-2.
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A. The adjustments made to Payroll Tax Expense, totaling $3,818, follow in number order that

they appear on Note (F) of Schedule C-2:

1)  The adjustment of $8,836 was made to normalize payroll tax expense based on actual
payroll wages and salaries that became effective April 1, 2005, excluding labor related

to the Miller Road Treatment Facility.

2)  The adjustment of ($5,018) was made to exclude the test year payroll tax expense

associated with the Miller Road Treatment Facility included in the general ledger.

Q. PLEASE EXPLAIN THE ADJUSTMENT MADE TO STATE AND FEDERAL
INCOME TAXES IN NOTE (G) OF SCHEDULE C-2.
A. The adjustment to state and federal income taxes is discussed in the testimony of David P.

Stephenson.

Q. PLEASE EXPLAIN THE ADJUSTMENT MADE TO INTEREST EXPENSE IN
NOTE (G) OF SCHEDULE C-2.

A. The adjustment to interest expense is discussed in the testimony of David P. Stephenson.

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

A. Yes, it does.
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EXECUTIVE SUMMARY

David L. Weber testifies that Staff witness Igwe incorrectly adjusted purchased power expenses
and that the Company accepts both Commission Staff and RUCO’s adjustments to remove
contract labor expenses. The Company accepts RUCO’s adjustments to Group Insurance and
OPEB expenses and rejects portions of RUCO’s adjustments to Labor Expense, Pension

Expense, and Payroll Tax Expense.
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INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.
My name is David L. Weber. My business address is 131 Woodcrest Road, Cherry Hill,
NJ 08003, and my telephone number 1s 856-310-5718.

ARE YOU THE SAME DAVID L. WEBER THAT PREVIOUSLY SUBMITTED
DIRECT TESTIMONY IN THIS DOCKET?
Yes.

RESPONSE TO COMMISSION STAFF

A. STAFF ADJUSTMENT TO PURCHASED POWER EXPENSE.

HAVE YOU REVIEWED MR. IGWE’S DISCUSSION CONCERNING THE
COMPANY’S COSTS FOR PURCHASED POWER?

Yes. In Operating Expense Adjustment No. 2 on page 6 of his testimony, Mr. Igwe
proposes an adjustment of $15,381 to decrease the Company’s proposed purchased power
costs. Mr. Igwe’s adjustment removes an amount that the Company accrued in its

general ledger. Mr. Igwe contends that the accrual represents an estimate of future costs
and that the Company did not provide any evidence that it incurred an additional expense

during the test year.

HOW DO YOU RESPOND?
Mr. Igwe’s adjustment would be inappropriate. The amount of $15,381 was only an
estimate the Company made in its general ledger during 2004 to accrue the amount of

power costs incurred by the Company during that year, but which had not yet been
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1 invoiced by the supplier. However, Arizona-American did not rely on the ledger accrual
2 amount of $15,381 to calculate the adjusted test year expenses for purchased power.
3
4 Q. IS IT UNUSUAL FOR A GENERAL LEDGER TO CONTAIN 11 MONTHS OF
5 ACTUAL PURCHASED POWER EXPENSE AND AN ACCRUAL FOR ONE
6 MONTH?
7 1A No. In fact, it would be unusual for the ledger to look any different. In 2004, Arizona-
8 American received 12 power bills, but one of those (January 2004) would have been for
9 December 2003 consumption, so it would not go in the 2004 general ledger. Instead,
10 2004 would reflect the power bills received from February — December (for January —
11 November consumption) and an accrual (estimate) for December power costs. This is
12 typical accrual accounting, used by virtually all organizations.
13

14 } Q. HOW DID ARIZONA-AMERICAN CALCULATE A PROPOSED COST OF

15 PURCHASED POWER?

16 jA. In order to calculate the Company’s annual cost of purchased power the Company used

17 the latest twelve months of actual invoices that were available at the time of filing -

18 March 2004 to February 2005. The actual invoices for this period totaled $967,192,

19 | compared to the 2004 general-ledger expense of $972,975, which included the accrued

20 costs of $15,381. In other words, the Company’s adjusted total test year purchased

21 power costs of $967,192 did not rely, in any fashion, upon the $15,381 accrual.

22

23 As a check on the Company’s annual cost of purchase power, we can compare the

24 $967,192 figure to actual 2004 power costs. As discussed, the ledger included 11 months

25 of actual payments (fof January through November consumption) and an estimate for
6 December. If we include the actual payment for December consumption, which was paid
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1 early in 2005, the total bills paid for 2004 consumption were $968,512. This clearly
2 supports the reasonableness of the Company’s proposed cost of $967,192.
3
4 The Company further adjusted its proposed purchased power costs by reclassifying costs
5 associated with the Miller Road Treatment Facility.
6
7 Q. SO, YOU DISAGREE WITH THE STAFF’S PROPOSED ADJUSTMENT
8 REDUCING PURCHASED POWER EXPENSE BY $15,381?
9 [A. Yes, actual 2004 power costs closely track the Company’s adjusted test-year expense.
10 IW Reducing this amount, especially given today’s rapidly increasing electricity costs, would
11 be confiscatory.
12
13 B. STAFF ADJUSTMENT TO CONTRACT SERVICES.
14 | Q. HAVE YOU REVIEWED MR. IGWE’S DISCUSSION CONCERNING THE
15 COMPANY’S INCLUSION OF COSTS ASSOCIATED WITH CONTRACT
16 SERVICES FOR A TEMPORARY EMPLOYEE?
17 A Yes. In Operating Expense Adjustment No. 3 on page 7 of his testimony, Mr. Igwe
18 proposes reducing operating costs by $32,389 for costs associated with a temporary
19 employee that subsequently became a Company employee. Mr. Moore’s testimony filed
20 by RUCO also proposes making the same adjustment as one component of his
21 Adjustment No. 7.
22
23 Q. HOW DO YOU RESPOND?
24 A The Company accepts this specific proposal made by the Commission Staff and made by
25 RUCO as one component of RUCO Adjustment No. 7.
6
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11I.

RESPONSE TO RUCO

A. RUCO ADJUSTMENT TO CONTRACT SERVICES.

YOU PREVIOUSLY STATED THAT YOU ACCEPT THIS ADJUSTMENT; IS
THAT CORRECT?
Yes.

B. RUCO ADJUSTMENT TO LABOR EXPENSE

PLEASE DESCRIBE THE ADJUSTMENT MADE TO LABOR EXPENSE BY
MR. MOORE ON WP RLM-7 (2 of 3).

As a component of Adjustment No. 7 on WP RLM-7 (2 of 3) Mr. Moore adjusted Labor
Expense to reflect the actual number of employees employed during the test year and the
actual percentage of time spent working for Paradise Valley versus the total hours worked
for Arizona-American. For certain employees this resulted in an increase in hours and for
others it created a decrease in hours compared to the Company proposed level. The
overall effect of Mr. Moore’s adjustment was a reduction of 7,636 hours to the

Company’s proposed level.

HOW DO YOU RESPOND?

RUCO?’s overall reduction is primarily attributable to several employees who were hired
during or shortly after the test year and at the time were anticipated by the Company to
work for Paradise Valley at a full annual level of 2,080 hours. The Company has
subsequently determined that the employees in question are not needed exclusively for
Paradise Valley operations and therefore, for the purpose of reducing issues in the case,
accepts RUCO’s proposed level of hours for some of the employees. The Company is
reluctant to accept this method for determining labor costs, because there are presently a

significant number of vacant positions within the Company. RUCO’s methodology,
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strictly applied, does not allow recovery of the costs for positions being actively

recruited.

Q. YOUSTATED THAT YOU COULD ONLY ACCEPT RUCO’S REDUCTION
FOR SOME OF THE EMPLOYEES; WHICH ONES CAN’T YOU ACCEPT?

A. We cannot accept the reductions associated with three job classifications: meter readers,
field customer service representatives (CSRs), and plant operators. RUCQO proposed a
total 3,626.5 hours for meter readers and CSRs based upon the actual test year hours for

™
seven employees working a pomon of their tlme on those duties. A more accurate

assessment of the true workmg condmons in Paradise Valley is for one full-time meter

et s

reader and one full-time CSR, represented by Employee # 19 and # 42, respectively. |
—
Q. HAVE YOU DETERMINED THE COST FOR THESE TWO EMPLOYEES?
A.  Yes, the calculation, which is provided on Exhibit DLW-1, uses a full annual level of
2,080 hours for employee #19 and the 2,212 hours as proposed by RUCO for employee
#42 on Line 42 of WP RLM-7 (2 of 3). The hours are multiplied by the employee rates
proposed by the Company and accepted by RUCO. The result is an increase to expense
of $7, 825. Mr. Biesemeyer discusses the meter-reading position in his rebuttal

testimony.

Q. WHAT ABOUT PLANT OPERATORS?

A.  On October 10, 2005 an Assistant Water Treatment Plant Operator from another Arizona-
American district was promoted to ArseniclTreatment Plant Operator for Paradise Valley.
The Company proposes the inclusion of thi/s new position at the employee’s current

hourly rate of $20.00 as the Arsenic Treatmenf Plant Operator or $41,600 annually as
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shown on Exhibit DLW-1. Mr. Biesemeyer discusses the duties for this new position in

his rebuttal testimony.

Q. PLEASE SUMMARIZE THE TOTAL ADJUSTMENTS TO RUCO”S PROPOSED
LABOR EXPENSE?

A. As I stated, Arizona-American accepts for the purpose of reducing issues in this case,
much of RUCO’s proposed Labor Expense, with a $49,425 adjustment - $7,825 for Meter
Readers and CSRs, and $41,600 to include an Arsenic Plant Operator. Therefore,
RUCO’s adjustment No. 7 to Operations Labor on WP RLM-7 Line 10 should be
changed from ($92,863) to ($56,714) and the adjustment to Maintenance Labor on WP
RLM-7 Line 11 should be changed from ($34,101) to ($20,825).

C. RUCO ADJUSTMENT TO GROUP INSURANCE EXPENSE

Q. PLEASE DESCRIBE THE ADJUSTMENT MADE BY MR. MOORE TO GROUP
INSURANCE EXPENSE ON WP RLM-4.

A On WP RLM-4 Mr. Moore makes an adjustment of ($2,972) to Group Insurance Expense
which includes an amount to reflect the actual percentage of each employee’s time

allocated to Paradise Valley during the test year.

Q. HOW DO YOU RESPOND?
A. The Company accepts RUCO’s adjustment of ($2,972).

D. RUCO ADJUSTMENT TO OPEB EXPENSE

Q. PLEASE DESCRIBE THE ADJUSTMENT MADE BY MR. MOORE OPEB
EXPENSE ON WP RLM-5.
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A.

On WP RLM-5 Mr. Moore makes an adjustment of ($2,093) to OPEB Expense which
includes an amount to reflect the actual percentage of each employee’s time allocated to

Paradise Valley during the test year.

HOW DO YOU RESPOND?
The Company accepts RUCO’s adjustment of ($2,093).

E. RUCO ADJUSTMENT TO PENSION EXPENSE

PLEASE DESCRIBE THE ADJUSTMENT MADE BY MR. MOORE TO
PENSION EXPENSE ON WP RLM-6.

On WP RLM-6 Mr. Moore makes an adjustment of ($12,037) to Pension Expense which
includes an amount to reflect the number of full-time equivalent employees based upon
actual percentage of each employee’s time allocated to Paradise Valley during the test

year.

HOW DO YOU RESPOND?
The Company accepts RUCO’s adjustment with the exception of the pension cost
associated with the increase in Labor Expense for employees #19 & #42 and the new

Arsenic Plant Operator proposed in Section III B to this testimony.

HAVE YOU DETERMINED THE PENSION COSTS FOR EMPLOYEES #19 &
#42 AND THE NEW ARSENIC PLANT OPERATOR?

Yes, the calculation, which is provided on Exhib_it DLW-1, uses the hours associated
with these three employees to determine an increase of 1.32 full-time equivalents
compared to RUCO. The full-time equivalents are multiplied by i)ension cost per

participant as determined by RUCO on WP RLM-6 Line 3 of $2,181. The result is an
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1 increase in pension expense of $2,879 compared to RUCO’s proposal. The Company
2 proposes RUCO’s adjustment to Pension Expense on WP RLM-6 Line 12 be changed
3 from ($12,037) to ($9,158).
4
5 F. RUCO ADJUSTMENT TO PAYROLL TAX EXPENSE
6 1Q PLEASE DESCRIBE THE ADJUSTMENT MADE BY MR. MOORE TO
7 PAYROLL TAX EXPENSE ON WP RLM-11.
8 fA. On WP RLM-11 Mr. Moore makes an adjustment of ($17,204) to Payroll Tax Expense
9 which includes an amount to reflect the actual percentage of each employee’s time
10 allocated to Paradise Valley during the test year.
11

12 | Q. HOW DO YOU RESPOND?
13 [ A The Company accepts RUCO’s adjustment with the exception of the payroll tax expense

14 associated with the increase in Labor Expense for employees #19 & #42 and the new
15 Arsenic Plant Operator proposed in Section III B to this testimony.
16

17 Q. HAVE YOU DETERMINED THE PAYROLL TAX EXPENSE FOR
13§ EMPLOYEES #19 & #42 AND THE NEW ARSENIC PLANT OPERATOR?

19 | A. Yes, the calculation, which is provided on Exhibit DLW-1, uses the Company proposed

20 increase in labor expense associated with these three employees of $49,425 and

21 multiplies by the aggregate payroll tax rate of 9.90% as determined by referencing lines 2
22 through 5 on WP RLM-11. The result is an increase in Payroll Tax Expense of $4,893
23 compared to RUCO. The Company proposes RUCO’s adjustment to Payroll Tax

24 Expense on WP RLM-11 Line 8 be changed from ($17,204) to ($12,311).

25
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Q. DOES THIS CONCLUDE YOUR TESTIMONY?

A. Yes, it does.
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Labor and Related Expenses for Meter Reader and Field Customer Service Representatives

LABOR EXPENSE:

Inclusion of Arsenic Treatment Plant Operator:
Operator Current Hourly Rate $20.00
Operator Annual Labor Expense @ 2,080 hours $41,600.00
Company Proposed Increase in Labor Expense for inclusion of Arsenic Plant Operator $41,600.00

Adjustment for Meter Reader and Field Customer Service Representative (CSR) Labor:

RUCO Proposed Meter Reader and CSR Labor:

Meter Read CSR Total Total
Line # on WP RLM-7 (2 of 3) Hours Hours Hours Rate Amount

1 320 - 320 $13.97 $447

14 315.0 - 315.0 $15.25 $4,804
18 363.5 - 363.5 $16.09 $5,849
19 - - - $14.80 $0
34 178.0 465.0 643.0 $16.40 $10,545
37 45 - 45 $15.04 $68
38 56.5 - 56.5 $22.06 - $1,246
42 2,143.0 69.0 2,212.0 $16.09 $35,591
Total 3,0925 534.0 3,626.5 $58,550

Revised Company Proposed Meter Reader and CSR Labor:

Meter Read CSR Total Total
Line # Hours Hours Hours Rate Amount
- 19 2,080.0 - 2,080.0 $14.80 $30,784
42 - 2,212.0 2,212.0 $16.09 $35,591
Total 2,080.0 2,2120 4,292.0 $66,375
Company proposed increase in Labor Expense for Meter Readers and CSR's 665.5 $7,825
Total Company proposed increase in Labor Expense [ Lines 3+ 15] $49,425
Company proposed increase in Operations Labor Expense from RUCO Proposal @73.14% $36,149
Company proposed increase in Maintenance Labor Expense from RUCO Proposal @26.86% $13,276
RUCO proposed adjustment to Operations Labor Expense [RLM-7, Line 10] ($92,863)
RUCO proposed adjustment to Maintenance Labor Expense [RLM-7, Line 11] ($34,101)
Company accepted portion of RUCO adjustment to Operations Labor Expense ($56,714)
Company accepted portion of RUCO adjustment to Maintenance Labor Expense __($20,825) $20,825
LABOR RELATED EXPENSES:
Pension:
Company proposed increase in hours above RUCO 2,7455
Full-Time Equivalent Employees 2,080 hours / FTE 1.32
Pension cost per FTE [RLM-6, Line 3} ' $2,181
Company proposed increase in Pension Expense from RUCO Proposal $2,879
RUCO proposed adjustment to Pension Expense [RLM-6, Line 12} ($12,037)
Company accepted portion of RUCO adjustment ($9,158
Payroll Taxes:
Company Proposed Increase from RUCO's Labor Expense Proposal $49,425
Aggregate Payroli Tax Rate [RLM-11, Lines 2+ 3 + 4 + 5] 9.90%
Company proposed increase in Payroll Tax Expense from RUCO Proposal $4,893
RUCO proposed adjustment to Payrolt Tax Expense [RLM-11, Line 8} $17,204
Company accepted portion of RUCO adjustment $12,311
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1 L INTRODUCTION AND QUALIFICATIONS

21 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND TELEPHONE
3 NUMBER.
4 A. My name is Stacey A. Fulter and my business address is 303 H Street Suite 250, Chula

5 Vista, CA 91910. My business telephone number is (619) 409-7708.

7M1 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

8 A. I am employed by American Water Works Service Company (Service Company) as an

9 Intermediate Financial Analyst working for the Rates and Revenue Department in the
10 Western Region of American Water.
11

12§ Q. PLEASE BRIEFLY OUTLINE YOUR RESPONSIBILITIES?

13 A. I am responsible for the analysis and preparation of schedules and documentation for

14 general rate applications for the Western Region companies. The Western Region consists
15 of water and wastewater utilities located in Arizona, California, New Mexico, Hawaii, and
16 Texas, including Arizona American Water Company. I am also responsible for the

17 maintenance of reports and records within the Rate Department.

18

19} Q. BRIEFLY DESCRIBE YOUR EDUCATIONAL BACKGROUND.
208 A. I'received a Bachelor of Science in Accounting in 1995 and a Master of Science in
21 Accounting in 1997 from San Diego State University.

22
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Q. HAVE YOU HAD ANY OTHER FORMAL TRAINING?

A. Yes, I have attended the NARUC Western Utility Rate Seminar in 1998, which covered
the basics of utility ratemaking for regulated entities.

HAVE YOU TESTIFIED BEFORE ANY REGULATORY AGENCIES?

A. Yes, I have previously provided written testimony for Paradise Valley Water Company

and for California American Water.
I GEN